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THE JOURNAL OF ACCOUNTANCY 


INTRODUCTION 
TO ACTUARIAL SCIENCE 


By H. A. FINNEY 


Tae AMERICAN INSTITUTE OF ACCOUNTANTS announces the 
publication of INTRODUCTION TO ACTUARIAL SCIENCE 
by H. A. Finney. 


The copyright of this book has been donated by the author to 
the endowment fund of the Institute and publication is made under 
the auspices of that fund. 


The text consists of articles appearing in The Journal of Ac- 
countancy for December, 1919, and January, 1920, and in addition 
solutions of all the problems in actuarial science contained in the 
examinations of the American Institute of Accountants up to and 
including May, 1920. 


Accountants and accounting students are taking an increasing 
interest in actuarial science as a means to greater facility of tech- 
nique. Actuarial science is the sign-post pointing the way to 
many short-cuts and more accurate resulis. 

There have been many requests for an elementary treatise on 
actuarial science. Mr. Finney’s book fills the want. 


Every accountant and accounting student should possess this 
important addition to accounting literature. 


INTRODUCTION TO ACTUARIAL SCIENCE consists of 
128 pages 5 x 7 inches. Binding and paper are similar to that of 
DUTIES OF THE JUNIOR ACCOUNTANT also published 


under the endowment fund. 
ORDERS MAY BE MADE ON THE FOLLOWING FORM. 


Tas American InstiTUTE OF ACCOUNTANTS, 
1 Liberty Street, New York. 


Gentlemen: 


Enclosed find .............. for which send .......... copies of 
INTRODUCTION TO ACTUARIAL SCIENCE by H. A, Finney, at 
$1.50 a copy to the following address: 


“When wilting to mention en 
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American Institute of Accountants 
BOARD OF EXAMINERS 
Examination in Auditing 


NovEMBER 16, 1920, 9 A. M. To 12:30 P. M. 


Answer all the following questions: 

1. You are called to audit the accounts of a large railroad 
system. State shortly what its sources of income are, what records 
you would expect to find containing the details of them, how they 
are generally summarized in order to bring them on the books of 
the company, and how you would satisfy yourself of their 
accuracy. 


2. In auditing the accounts of a large corporation you find an 
account with Liberty bonds, charged with $200,000.00, represent- 
ing the cost of bonds subscribed and paid for by the company. At 
the date of the balance-sheet to which you are to certify, the bonds 
had a market value of $187,500.00. What attitude would you take 
as to their valuation in the balance-sheet ? 


3. What do you understand by the terms 
(a) Contingent assets? 
(b) Contingent liabilities ? 
Give three illustrations of each. 
Where would you look for items? 
Should they be set up on the books of the company? 


Should they appear on a certified balance-sheet of the company? 
If so, where and how stated? 


4. How may the amount of a merchant’s stock on hand be 
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estimated from time to time when it is not practicable to take a 
physical inventory more than once a year? 


5. State concisely your understanding of the purpose of and 
the difference between the following kinds of audits, indicating 
briefly your conception in the absence of special instruction of the 
extent of your responsibility in each case, whose interests you 
would consider yourself obligated to protect, and the forms of 
certificates you would expect to furnish, assuming no qualifica- 
tions were desired. Except where stated to the contrary, you may 
assume the audits relate to a corporation. 

(a) Continuous or periodical cash audit. 

(b) Annual audit. 

(c) Financial audit or investigation. 

(d) General audit of trustees or executors’ accounts for pro- 
bate. 

(e) Audit required under a patent infringement. 


6. What steps should be taken in the most complete possible 
verification of the capital stock account of a corporation 
in an audit for a year, if during that year the authorized capital 
Was increased and new stock was issued, and certain shares were 
acquired and held by the company (assuming that it is legal to do 
so), and if (a) there is a registrar of the stock and (b) there is 
not? 


7. State definitely the procedure you would follow in verifying 
the liability of a corporation on account of notes payable as shown 
by its books. 


8. You are engaged by bankers to undertake an investigation of 
a business incidental to a proposed refinancing. The instructions 
from the bankers are received subsequent to the date of the balance 
sheet to which you are expected to certify. How would you proceed 
to verify the asset of cash, explaining the necessity for each step? 


g. Draft forms of certificates for inventory and outstanding 
liabilities of a manufacturing business with which you are fami- 
liar, stating nature of the business. 

10. In auditing the books of a corporation you find that certain 
officers, apparently without any authorization, are indebted heavily 
to the corporation. How would you proceed in such circum- 
stances ? 
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Examination in Accounting Theory and Practice 
Part I 
NoveMBER 16, 1920, 1 P. M. to 6 P. M. 
Answer questions I and 2 and any three other questions 
THE NATIONAL SHALE BRICK COMPANY, INC. 
Trial balance—October 31, 1920 


Accounts receivable  22,00000 

Bonds—first mortgage 150,000.00 
Buildings : 


Mill—pans and machines ................... 10,000.00 
Capital—1,o00 shares at $100.00 each............. 100,000.00 
Gas coal used—tiin firing 55,000.00 
Inventory—bricks, November 1, I919............ 5,711.75 
Insurance ,........ 2,500.00 


Labor: 
Pans and machines ......................--. 96,000.00 


Materials and supplies used : 
Pans and machines 15,000.00 
4,000.00 
Power ... 5,000.00 


. 
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Machinery and equipment: 


Materials and supplies on hand .................. 1,800.00 
Office supplies and expenses ..................... 2,500.00 
Quarry rentals paid in advance.................. 7,500.00 
Sales—broken and spoiled brick—net........ > 2,000.00 
Salaries—officers’ 10,000.00 


Steam coal used: 


Reserve for depreciation ....................000: 25,000.00 
Surplus . 


53,061.75 


$774,561.75 $774,561.75 


The foregoing is the trial balance of the National Shale Brick 
Co., Inc., manufacturers of shale bricks. The operations consist 
of (1) blasting, digging and conveying the shale to the machines, 
called quarrying, (2) grinding, mixing and moulding the wet 
bricks, called pans and machines, (3) drying, (4) building the 
bricks in the kiln and preparing the kiln for firing, called setting, 
(5) burning or kiln firing, (6) opening the kiln and unloading and 
stocking the burnt bricks, called unloading. 

The kilns are equipped with gas burners, the gas being pro- 
duced on the premises. Some coke is obtained from the gas pro- 
ducer, which is sold. 

The production reports for the year ended October 31, 1920, 
are: 


Good and carried to dryers...................+.+.+ 17,600,000 


| 
: 
4 Taxes ... 3,000.00 
. 
g 
10,000,000 
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Bricks sold during the year were 14,500,000. 


The inventories of bricks on hand November 1, 1919, were as 
follows: 


Burned bricks in yard.......... 55,000 @ $16.25 $ 893.75 
Burned bricks in kilns......... 200,000 @ 14.75 2,950.00 
Bricks burning in kilns......... 100,000 @ 10.20 1,020.00 
Green bricks in kilns........... 80,000 @ 7.10 568.00 


Green bricks in dryers......... 50,000 @ ‘5.60 280.00 


$5,711.75 

The candidate is required to calculate the number of bricks on 
hand October 31st, but is advised that, of the total, 100,000 are in 
the kiln completely burned, 250,000 are in process of burning, 
100,000 green bricks are in the kiln. Bricks in process of burning 
and drying are taken as averaging half the process. Shale and wet 
bricks from the machine are used as produced and no inventory is 
taken into account. 

The inventories are priced at cost. In the case of burnt bricks 
work overhead is included; in other cases it is excluded. 

The shale bed is rented, rental being payable at the end of each 
year on the tonnage used. This is calculated at the rate of 314 tons 
per thousand wet brick and the rate is 10 cents per ton. The agree- 
ment provides for a minimum rental of $4,000.00 per annum. In 
case the quantity of shale used is not sufficient to make the 
$4,000.00 the company is allowed to retain the difference out of 


subsequent years in which the quantity used may amount to more 
than $4,000.00. 


Depreciation : Per cent 
per annum 
Other buildings 5 


Power is divided 10% to kiln firing, go% to pans and machines. 

Prepare statements showing cost of manufacture, cost per 
thousand bricks for each operation, profit and loss account and 
balance-sheet. 


2. (2) The X Y Z company established for ten years has a 
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machinery and equipment account which has been increased from 
year to year as new equipment purchases have been made. It 
appears also that certain renewals and repairs have been charged 
to this account. Each year a credit has been made to the account 
for depreciation, offset by corresponding debit to profit and loss 
account, the ratio of depreciation being adequate. The company 
now disposes of a part of its plant at a price equal to what was 
paid for it seven years previously and credits the entire amount 
to machinery and equipment account. What adjustments, if any, 
are needed to correct the account? 

(b) The company also has several delivery trucks charged to 
truck account at cost, against which it has set up depreciation at 
end of each year by credit to a separate reserve for depreciation of 
trucks, debiting the amount to profit and loss account. A truck 
was purchased January 1, 1918, for $4,000.00. Depreciation has 
been provided at 20% per annum. On December 31, 1919, the 
truck is wrecked by collision. $1,000.00 is obtained from the in- 
surance company and $250.00 obtained from salvage. What 
entries are needed to adjust the ledger accounts? 

3. Inacertain department of a large dry-goods house the pur- 
chases for a year were $30,000.00. They were in the first place 
marked up for “selling” purposes to $45,000.00. Later additional 
mark-ups amounting to $2,000.00 were made and mark-downs 
were also recorded aggregating $5,000.00. At the end of the fiscal 
period there were found to be on hand goods of the marked selling 
value of $10,000.00. State how you would ascertain their inven- 
tory value for the purpose of closing the books and calculate the 
amount. Explain fully. 

4. Mr. Richard Roe, a married man, requests you to prepare 
his federal income-tax return for the ten months ended December 
31, 1919, from the following information which he has submitted 


to you: 
INCOME RECEIVED DURING THE YEAR 


$5,000.00 
Rent of property (met)... 7,590.54 
Dividends on bank stock . a 2,500.00 
Dividends on stock held in ‘indeatilal companies.... 11,500.00 
Dividends on stock of a corporation organized 7 

doing business in a province of Canada........ 1,500.00 
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He has paid out: 
Interest on his personal indebtedness.............. $2,500.00 
Taxes on income-producing real property.......... 1,600.00 
Taxes on real property not producing income...... 400.00 
Personal household expenses .................---- 2,500.00 


He also reports: 
Loss of a dwelling house, from which he had re- 
ceived rents, by fire, no insurance being carried 1,200.00 


Judgment rendered against him in his suit to collect 
on the past due note of Harry Hanson— 


$2,470.00 


State the resultant tax. The rates for individual taxes for 1919 
were: 
First $4,000.00—4%, thereafter 8% 
Surtax 
Per cent 
$ 5,000.00 to $ 6,000.00— 1 
6,000.00 “  8,000.00— 2 
8,000.00 “ 10,000.00— 3 
10,000.00 “ 12,000,00— 4 
12,000.00 14,000.00— 5 


14,000.00 16,000.00— 6 
16,000.00 “ 18,000,.00— 7 
18,000.00 “ 20,000.00— 8 
20,000.00 “ 22,000.00— 9 


22,000.00 “  24,000.00—IO 
24,000.00 “ 26,000.00—II 
26,000.00 “  28,000,00—I2 
28,000.00 30,000.00—1I 3 
A married man is entitled to an exemption of $2,000.00. 
p 


5. The balance-sheet of the Rozinante Company at June 30, 
1920, was as follows: 


Assets Liabilities 
Plant and equipment..... $15,000.00 Capital stock............. $25,000.00 
Merchandise ............ 3,000.00 Accounts payable......... 2,000.00 
1,000.00 
$27,000.00 $27,000.00 
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A and B buy the entire stock, new certificates being made out 
to them in equal proportions. The price agreed upon is $20,000.00, 
of which $15,000.00 is paid in cash, the balance being represented 
by a joint and several note for $5,000.00 signed by A and B. In 
addition, the former stockholders, X and Y, as part of a contract, 
are allowed to withdraw the $1,000.00 cash shown in the above 
balance-sheet. 

Without consulting an accountant, A and B open a new set of 
books, but are uncertain how much to credit capital stock. They 
therefore ask the former stockholders what their $25,000.00 credit 
to capital stock represents, and are informed that “it was the 
amount we paid for the stock of the corporation when it was 
organized.” Acting on this information they credit capital stock 
with the price they agreed to pay for it, opening new books by the 
following journal entry: 


Plant and equipment ............... $15,000.00 

Notes payable to X and Y....... 5,000.00 


As the corporation is in need of funds an attempt is made to 
borrow $1,500.00. The bank will not accept the corporation’s note 
but offers to lend $750.00 to A and the same amount to B on their 
personal notes. The notes are issued and the cash deposited in 
bank to the credit of the corporation. A and B agree that this 
$1,500.00 shall be considered “an additional investment” and an 
entry is made debiting cash and crediting capital stock, $1,500.00. 

When the notes mature a cheque for $1,500.00 is drawn on the 
corporation’s bank account, but the bookkeeper does not know 
what account to charge and asks for your advice. Upon investi- 
gation you find the facts as set forth above. 

Comment on the propriety of the transactions and the entries 
and state what entries you would advise the bookkeeper to make. 

6. The following letter is received by a practising accountant 
from a man not previously known to the former. 

“T am contemplating the purchase of a business, the proposal 
of the present owner being that I pay him a flat price of $500,- 
000.00. He states that the plant and real estate are worth $200,- 
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000.00, the inventories and accounts receivable $250,000.00 and the 
cash $30,000.00. The liabilities of the business which would be 
assumed by the purchaser amount to $120,000.00. The profits are 
said to be good and stable. 

“The nature of the business apeals to me and I am much in- 
terested in the proposition, but I have never had any experience 
in such matters and cannot make up my mind. I do not know 
how to determine what the business is worth or what dangers are 
involved in taking over a business in this way. My lawyer has 
suggested to me that public accountants are generally employed 
in such circumstances. Not having engaged any in the past I do 
not know in just what way their services would be useful to me 
in making up my mind or in taking delivery if I should accept the 
proposition. 

“Will you kindly advise me in the matter ?” 

Write an answer to the above letter. 


Examination in Commercial Law 


NovEMBER 17, 1920, 9 A. M. To 12:30 P. M. 


Give reasons for all answers 
NEGOTIABLE INSTRUMENTS 


Answer three of the following four questions : 

1. Is the following a negotiable instrument? 

Boston, Mass., July 1, 1920. One year after date, for value 
received, the Y. Z. corporation promises to pay to the order of 
Adam Brown three thousand dollars with interest at the office of 
the Y. Z. corporation, Boston, Mass., or, at the option of the 
holder thereof upon the surrender of this note, to issue to the 
holder hereof in lieu thereof thirty shares of the preferred stock 
of said Y, Z. corporation and to pay to the holder hereof in cash 
the interest then due upon said sum. The Y. Z. Corporation, by 
Y. Z., President. 


2. What is the effect of indorsement of a negotiable instrument 
(a) by aninfant? 
(b) without consideration, by a corporation? 


3. Assold his automobile to B, warranting it to be a 1918 model 
in good mechanical condition. B gave A his note in payment of 
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the purchase price, of which note C became the holder in due 
course. B, after a few days, found that the automobile was a 
1917 model and in such defective condition that its actual value 
was but a small proportion of the purchase price paid by him, of 
all of which X had knowledge. X subsequently purchased the 


note from C. Could he enforce the note against B? 


4. How may a “qualified endorsement” be made and what is 
the effect of such an endorsement ? 


CONTRACTS 
Answer both the following questions: 


5. A entered into the following agreement with the R. S. 
Cement company: 


“Memorandum of agreement made this 6th day of July, 1905, 
between A, first party, and R. S. Cement company, second party, 
to wit, first party agrees to give the ‘R. S.’ brand cement the pref- 
erence in his sales of cement for the year 1905, and, in considera- 
tion thereof, second party agrees to sell said brand of cement to 
the first party during the year 1905 at the price of 95 cents a bbl. 
f. o. b. Haverstraw, New York.” 

A ordered several shipments of cement which were duly de- 
livered and paid for. Subsequently the market price for cement 
rose and the cement company notified A that it would furnish no 
more cement under the agreement. A then purchased his cement 
elsewhere during the remainder of the year at higher market prices, 
and he sought to recover from the cement company as damages the 
difference between the cost of the cement purchased by him at the 
prevailing market price and what the cement would have cost at 
the price provided in the agreement. Could he recover? 

6. Define 

(1) a joint contract. 

(2) a joint and several contract, and point out the rights of 
the respective parties under each. 


CORPORATIONS 
Answer both the following questions: 
7. In what circumstances are directors of a corporation au- 


thorized to declare dividends, and what are the liabilities of direct- 
ors for declaring an unauthorized dividend ? 
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8. The X corporation owns certain personal property of which 
B has wrongfully taken possession. A owns all of the stock of the 
X corporation and brings in his own name an action to recover 
the property from B. Is A entitled to recover? 


PARTNERSHIP 
Answer one of the following two questions : 

g. A, B and C form a partnership, each by mutual agreement 
contributing equally to the original capital. Later C furnished 
various further sums to the partnership to prevent financial diffi- 
culties, the partnership finally being obliged to make an assignment 
for the benefit of its creditors. What are C’s rights with regard 
to the additional sums furnished by him? 

10. C is admitted as a partner in a partnership composed of A 
and B on contributing a certain amount to the partnership capital. 
Prior to C’s admission, the partnership of A and B incurred a large 
obligation which subsequent to C’s admission as a partner the part- 
nership assets were insufficient to satisfy. A and B having no 
financial responsibility, X seeks to satisfy his claim out of the 
individual assets of C. Can he succeed? 


BANKRUPTCY 
Answer the following question: 

11. On examining the books of the Y corporation you find a 
judgment in favor of the corporation against A for $1,000.00 re- 
covered on December 10, 1919. You also find that on July 16, 
1920, A filed a voluntary petition in bankruptcy showing assets 
(both real and personal property) amounting to several thousand 
dollars, and liabilities consisting, in addition to the judgment, of 
amounts due on various promissory notes and open accounts. How 
would you treat the judgment in preparing a financial statement 
for the corporation? 

FEDERAL INCOME TAX 
Answer the following question: 

12. In 1909 A and B formed a corporation for the purpose of 
conducting the business then carried on by them under a partner- 
ship, each taking equally shares of the capital stock. B died on 
June 1, 1917, bequeathing his shares of stock to his son Z by will. 
Because of B’s death the corporation ceased active business and 
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began to liquidate. From time to time assets were disposed of and 
dividends were declared and paid from the moneys received. What 
is the status of such dividends for federal income-tax purposes 
(1) as regards A? 
(2) as regards Z? 


Examination in Accountiag Theory and Practice 
Part Il. 
NOVEMBER 17, 1920, 1 P. M. tro 6 P. M. 
Answer questions 1, 2, 3 and any three other questions: 
I. You are requested by the president of a corporation to assist 
in the preparation of the federal income and excess profits tax re- 
turn of his company for the calendar year 1919, and for the pur- 
pose thereof the following data are submitted to you: 
THE NOVEMBER CORPORATION 
CONDENSED TRIAL BALANCE (AFTER CLOSING) 
For the year from January 1, 1919, to December 31, 1919 


Particulars January I | December 31 
Dr. Cr | Dr. Cr. 
Properties ........... $2,500,000 | $3,500,000 
Depreciation reserve. . $500,000 $700,000 
Goodwill acquired for 
Investments in stock of 
other corporations at 
cost— 
Domestic corps. 
(25% interest).. 250,000 250,000 
Foreign corps. 
(20% interest). 100,000 100,000 
Inventories .......... 3,000,000 5,000,000 
Inventory reserves... .. 500,000 1,000,000 
Receivables .......... 2,500,000 3,000,000 
Bad debt reserves... .. 100,000 250,000 
Bond discount........ 90,000 80,000 
Commission paid on is- 
sue of common stock 60,000 60,000 
Prepaid expenses...... 50,000 40,000 
Preferred stock....... 1,500,000 1,125,000 
Common stock........ 2,500,000 4,500,C00 
Gav 1,000,000 1,000,000 
Current liabilities..... 1,600,000 1,105,000 
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Provision for federal 
income and profits 


$ 700,000 $ 2,000,000 
Contingent reserve... . 250,000 250,000 
Preferred stock re- 

demption fund...... 150,000 525,000 
Earned surplus........ 2,150,000 2,575,000 


Capital surplus result- 
ing from appraisal 
of properties....... 500,000 500,000 


$11,450,000 $11,450,000 $15,530,00 $15,530,000 


STATEMENT OF PROFITS AND INCOME 


For the year ended December 31, 1919 
Sales 


Deduct selling, general and administration expenses: 
Advertising 500,000.00 
Collection expenses .. 200,000.00 
Contingent losses on bad and doubtful accounts......... 200,000.00 
Profit-sharing bonus of executives .................... 250,000.00 
Taxes: 
Real and personal property taxes.................. 50,000.00 
Life insurance policy premiums ...................5+. 5,000.00 
Charitable contributions : 
25,000.00 
30,000.00 
Net profits from operations $5,125,000.00 
Add other income: 
Dividends received from domestic corpora- 
Dividends on foreign investments.......... 50,000.00 
$5,285,000.00 
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Deduct : 
Proportion of bond discounts written ofi.... 10,000.00 260,000.00 
Net profits and income....................00005 $5,025,000.00 
Deduct : 
Expenses in connection with issue of 
Provision for federal income taxes (pre- 
liminary estimate) ................ 2,000,000,00 
Special reserve against inventory....... 500,000.00 2,550,000.00 
SURPLUS ACCOUNT 
For the year ended December 31, 1919 
Balance at the beginning of the year....................... $2,650,000.00 
$5,125,000.00 
Less: 


Excess of 1918 federal taxes actually paid 
over amount provided at December 31, 


Cash dividends paid on preferred stock: 
15,000.00 75,000.00 
Dividends paid on common stock: 
In cash: 
February 28, 1919 .......... $250,000.00 
In stock: 
1,000,000.00 
Preferred stock redemption fund..... 375,000.00  2,050,000.00 


$3,075,000.00 

You are also informed that the company was organized on Jan- 

uary, I, 1910, with an authorized and issued capital of $4,150,000.00, 
divided as to 
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You are further informed that of this capital $1,000,000.00 
common stock was sold to an underwriting syndicate for cash at 
par, less 6% commission, and that the remainder of the stock was 
issued to the vendor company in acquisition of the business, prop- 
erty, goodwill and other assets taken over. The capital stock 
outstanding has been unchanged from the date of organization to 
January I, 1919, except as to the redemption of the preferred stock 
indicated, which took place March 31, 1917. The book values of 
the fixed properties are based on an appraisal made by an appraisal 
company as at March 1, 1913. In addition to the common stock 
dividend paid during the year, the company issued a further 
$1,000,000.00 common stock, which was sold for cash at par as 
follows: 


$500,000.00 


On October 31, 1919, it also redeemed for cash and retired pre- 
ferred stock at par to the amount of $375,000.00. 

You may assume the company was not engaged on any govern- 
ment contracts throughout the year 1919. 

Prepare draft statements showing 

(1) The amount of the company’s “invested capital” for the 
year, which the treasury authorities will recognize for the purpose 
of computation of taxes. 

(2) The taxable net income for the year. 

(3) The amount of income and excess profits taxes assessable 
for the year. 


Excess profits exemption for 1919 was 8% of invested capital plus $3,000. 
Excess profits rates for 1919 were: 


40 
Income following in first bracket is that portion thereof not exceeding 20% 
of invested capital. Income-tax rate for 1919 was 10%, with exemption 
of $2,000. 

2. A company was incorporated as of January I, 1920, to take 
over certain mines. The properties had been operated for some 
time by a receiver, the bondholders having bid in the properties at 
a foreclosure sale through a committee which turned over the pro- 
perties to the new company. 

The plan of reorganization provided for the issuance to the 
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bondholders of the old company of $1,000,000.00 preferred stock 
and 10,000 shares of common stock of no par value of the new 
company, being its entire capitalizaton. An arrangement was 
made whereby the stockholders receiving such securities returned 
to the treasury of the new company as a donation 2,500 shares of 
common stock with the understanding that such shares should be 
issued to the president for services to be rendered during the next 
five years, delivery of such stock to be made to him 1/5 at the end 
of each year. 

The properties and assets acquired by the new company were as 
follows: 


Mines and fixed properties.................... $1,800,000.00 
$2,100,000.00 

200,000.00 


(1) Prepare an opening entry to record the acquisition of the 
properties and capitalizaton. 

(2) How would you treat the 2,500 shares donated by the 
stockholders ? 

(3) How would the accounts of the next five years be affected 
by delivery to the manager of 1/5 of such donated stock at the 
close of each year? 

3. The officers of the A. company find that they are unable to 
meet current obligations and a receiver is appointed on April 28, 
1919. The receiver calls for an inventory and a statement as at 
date of appointment, which is given as follows: 


Assets Liabilities 

Machinery and equipment.$507,300.00 Reserve for depreciation..$ 7,300.00 
Consigned merchandise... 220,000.00 J. Smith & Co........... 250,000.00 
Merchandise at mill....... 115,000.00 Bank loans .............. 105,000.00 
as 800.00 Acceptances ............. 15,000.00 
Accounts receivable....... 1,400.00 Bank overdraft.......... 1,000.00 
Unexpired insurance...... 800.00 City taxes accrued....... 4,000.00 
Employees’ Liberty Collateral notes payable... 4,700.00 
4,700.00 Mortgage on machinery.. 100,000.00 

Accrued interest on mort- 
gage (to date)......... 3,000.00 
Lease—machinery ........ 30,000.00 
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Accrued interest on lease 
Accounts payable......... 110,000.00 
Capital stock—common... 100,000.00 
Capital stock—preferred.. 100,000.00 


$850,000.00 $850,000.00 


On November 20th the receiver having disposed of all assets 
for cash (except consigned merchandise and $400.00 accounts re- 
ceivable which were considered doubtful) calls upon you to pre- 
pare an interim statement for the information of the stockholders 
and creditors. 

He leaves the form to your judgment but suggests that it be as 
concise as possible and that you show his valuations, as well as 
book value, at date of receivership. He also wants a summary of 
his transactions, not necessarily to include profit or loss showing, 
and finally wants the statement to show conditions as they are at 
date you are called in. 

You find that the collateral notes payable were for accommoda- 
tion of employees and were secured by deposit of bonds, also the 
property of employees, as per statement. The bonds have now 
been delivered to the employees and the notes paid by them. 

The court has authorized payments of the city taxes and accrued 
interest of $400.00, which latter amount had been omitted from 
the statements but included by receiver in his valuation statement. 
Federal taxes were also found to be due and were also paid 
(amount $1,000.00). 

The lease covered machinery worth $30,000.00, but the firm 
that furnished this machinery has accepted a release of the A. com- 
pany’s equity in this machinery as full payment of notes under 
lease agreement and the accrued interest. 

The receiver finds that J. Smith & Co.’s account represents ad- 
vances on the entire consigned merchandise and that this merchan- 
dise has been pledged to secure this claim in part (to the extent of 
value of the merchandise). Receiver accepts book value for pur- 
pose of his records. | 

After removal of the leased machinery the remaining machines 
and equipment were sold for $200,000.00 and the mortgage (and 
accrued interest to date of payment, $5,000.00) were paid in full. 
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(Receiver’s original value placed upon all machinery was 
$200,000.00. ) 

The merchandise at the mill was valued by the receiver at 
$75,000.00, but after six months’ operation the amount on hand 
was sold without inventory for $25,000.00. 

The accounts receivable were valued by the receiver at $1,000.00 
and the amount was in fact realized in cash, the balance appearing 
doubtful. 

Unexpired insurance is accepted by receiver at book value. 
November roth a rebate of $100.00 was received and all policies 
were canceled. 

Upon comparing the statement with the books you find accounts 
payable understated $10,000.00 in the statement given receiver be- 
cause of an error on the part of a bookkeeper when closing books 
at April 28th. 

Claims were duly filed for entire amount owing (except 
$10,000.00 accounts payable). An account in purchase ledger was 
disallowed and is in dispute (amount, $5,000.00). 

The receiver sold merchandise to the amount of $75,000.00 all 
of which had been paid for. Other receipts were rent for portion 
of building—sublet—$1,000.00; unclaimed wages, $500.00; in- 
terest on hank account to November 20, 1919, $200.00; cash sur- 
render value of insurance policy on life of treasurer, $1,000.00. 

Other payments were receiver’s accounts payable, $50,000.00 ; 
taxes, $3,000.00 (assessed since receivership) ; rent, $2,000.00; 
legal expense, $5,000.00. No fee has been allowed receiver or 
will be considered in your statement. 

An analysis of the ledger determines the fact that only the fol- 
lowing bills and expense vouchers had been carried through the 
invoice register since receivership, and all had been paid promptly, 
viz: labor, $20,000.00; materials, $20,000.00; shop expense, 
$3,000.00 ; heat and power, $2,000.00; freight, $1,000.00; general 
expense, $4,000.00. 

4. Indicate by appropriate journal entries, the various debits 
and credits you would make in setting up the following reserves 
for a balance-sheet, explaining briefly how you would determine 
the proper amount of each reserve. 


(a) Reserve for bad and doubtful debts. 
(b) Reserve for trade discounts. 
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(c) Reserve for cash discounts. 

(d) Reserve for state, county and city taxes accrued. 

5. It is now becoming quite common practice for corporations 
to insure the lives of their principal officers, so that upon their 
deaths the corporations may be in a measure reimbursed for the 
loss to the business. You are asked to indicate what sort of entries 
would be made by a company, from time to time, if it paid the 
insurance premiums on a policy of insurance for $50,000.00 carried 
on the life of its president under the four classes of insurance 
policies indicated below: 

10-year renewable term policy. 
20-payment life policy, 
Straight life policy, 

20-year endowment policy. 

Also indicate what entries should be made in the books for the 
receipt of the $50,000.00 principal of the different classes of poli- 
cies, supposing the president of the company died during the fifth 
year of the insured term. 

6. In examining the accounts of a ccrporation engaged in the 
manufacture of a variety of articles in respect of which a specifi- 
cation cost system is maintained as an integral part of the book- 
keeping (which, so far as inventories and cost are concerned, 
forms the basis of the monthly financial accounts comprising 
balance-sheet and profit and loss account), you find a large dis- 
crepancy between the total value of the physical inventory of 
manufactured stock and work in progress, as priced at specifica- 
tion costs, and the corresponding general ledger account, the 
physical inventory value being substantially less than the relative 
book values. What investigation would you expect to make to 
ascertain the cause of the discrepancy? What factors would you 
expect to find contributing to it, and how would you dispose of 
this discrepancy, and upon what theory would you recommend 
that adjustment be made? 


ACTUARIAL QUESTION (Optional) 

7. What could a purchaser who wished to realize 3 per cent. on 
his investment give for a bond for $10,000.00 which had four 
years to run at 5 per cent. interest payable yearly, and thereafter 
was repayable with a bonus of 10%. 


419 


Lge 
| 
| 
| 
| 
} 
> 
a 
ke 


Cost Accounting for the Motion-picture Industry 
By S. HotMan 


The motion-picture industry is divided broadly into three phases : 
the producing, distributing and exhibiting—corresponding to the 
manufacturing, wholesaling and retailing branches of the ordinary 
industry. This article will attempt to treat of the accounting fea- 
tures of the producing end only. 

Many of the larger organizations engage in both the producing 
and distributing phases of the industry, and a less number in all 
three. In such cases the distributing and exhibiting phases are 
usually carried on by subsidiary or controlled companies, or the 
producing company is itself a subsidiary of a large distributing 
company. 

Producing companies fall largely into two classifications: first, 
the company which produces pictures and distributes them either 
itself or through a subsidiary company and, secondly, the com- 
pany, commonly termed an independent producer, which either 
makes a picture and then disposes of it outright to a distributing 
company or produces for a distributing company, under contract, 
one or a series of pictures. In this latter instance, the distributing 
company ordinarily advances to the producer a fixed sum to cover 
the cost of production, and then takes over the exploitation and 
distributing of the picture, the proceeds thereof, after recouping 
the advance, to be shared by the producer and distributor on a 
predetermined basis. 

Another distinction that might be made in the case of pro- 
ducing companies is that between the company which is engaged 
upon the production of more than one picture, and in many cases 
a large number of pictures at the same time, and the company 
which produces one picture at a time. Under the latter classifica- 
tion will fall the companies formed for the purpose of producing 
pictures featuring one particular star, as well as a number of 
smaller producing units. A number of the best-known stars have 
their own companies and make only one picture at a time, and in 
some cases only three or four pictures a year. In this case not 


420 


Cost Accounting for the Motion-picture Industry 


many accounting problems will be presented and no very involved 
cost system will be required. All production costs will be charged 
against the one picture in process, and fixed charges for the year 
will be distributed over the pictures made within that year on 
the basis of time spent upon the production of each or upon the 
basis of the direct cost of each picture. 

Costs are not the subject of as great concern in the motion- 
picture industry as they are in many others, and in most cases it 
is doubtful if comparative costs of different pictures are very 
closely scrutinized. However, in the cases of companies engaged 
in the production of a number of pictures at the same time costs 
of particular pictures are a matter of considerable concern, and 
this is also the case where pictures are made for distributing com- 
panies on the “cost plus” basis above mentioned. The benefits 
derived from having accurate and trustworthy records as to the 
cost of individual jobs in this industry as well as in any other are 
too obvious to require mention, but it is, undoubtedly, a fact that 
accurate costs have not always been obtained. 

Direct costs for particular pictures are gathered in much the 
same way as in the manufacture of other articles, by purchase 
records, time and labor reports and reports of materials used. 

Wages, because of the salaries customarily paid actors and 
directors, constitute the heaviest item of expense, followed by the 
cost of “sets,” a large part of which is also made up of wages 
because of the labor involved therein. 

It might be well to take up at this time the various items of 
direct cost in the order of their occurrence. 

First comes the cost of the story used in the picture. Pictures 
are now to a great extent based on a published short story, novel 
or play. In other cases scenarios are purchased from outside 
sources. The cost of acquiring the motion-picture rights to these, 
oftentimes amounting to a considerable sum, is the initial cost 
of a picture. To'this should be added charges covering salaries 
of continuity writers who adapt the story to the screen and work 
it up into the script used by the director of the picture. To 
this might be added a portion of scenario department expense 
based on the time given over to the various stories. Again the 
story may be written by a member of the scenario department. 
Here also salary charges and a proportion of scenario department 
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expense would be direct costs. These costs would be gathered 
from time reports submitted by the scenario department. 

Next come the actual production charges. Antedating these, 
however, may come other salary costs, since the director is usually 
assigned to a picture some time before production commences. 
His salary should be charged to the picture from the date of this 
assignment, as he will be engaged in the preliminary work of 
becoming familiar with his script, helping plan his sets, etc. Sal- 
aries of actors should also be charged to the picture from the time 
they are assigned to it—unless actually working in another pic- 
ture—especially if engaged for the particular production. 

At the end of each week the production manager will report to 
the office the directors, assistants and cameramen and assistants 
assigned to each picture, which will be made the basis of salary 
distribution on the payroll. Each day the assistant director will 
report the actors and actresses engaged for or assigned to his 
picture, or the casting director at the end of the week will submit 
a report of the days worked in each picture by each actor. These 
reports will similarly be made the basis of salary distribution 
by pictures. The salary of any of the staff or talent not engaged 
in or assigned to any picture will be charged to an account called 
“salary of idle staff and talent,” which will be one of the indirect 
expense accounts discussed later. 

The first production charges will be for the cost of sets built for 
the picture. Lumber, wall-paper and paint will be charged to 
stock accounts when purchased. Each day the carpenter and paint 
foreman will turn in reports as to the various materials used 
that day. Ordinarily the requisition-on-the-stockroom method of 
charging materials used would not be practicable. Costs will be 
computed in the office and at the end of the week the reports sum- 
marized by pictures and the total cost of materials used in each 
picture will be charged by means of journal entries and a credit 
will be passed to the materials and supplies accounts. 

Workmen engaged in the construction of sets will report each 
day the time spent upon sets for each picture, each picture having 
a number assigned to it. These reports will be accumulated in the 
office and preferably worked up each day, so as to show what 
part of each workman’s wage is chargeable to each picture. At 
the end of the week a summary will be made and the payroll will 
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be distributed on the basis of the total amount chargeable to 
each picture for each workman for the week. (All salaries are 
usually paid weekly in this industry. ) 

Next in order will be the cost of properties used in dressing 
the sets, which with the exception of certain stock articles are 
ordinarily rented. If, when the purchase or rental order is issued, 
notation is made thereon of the number of the picture for which 
the article is secured, the cost or rental charge can be charged 
direct to the picture through the purchase register, as will be ex- 
plained later. 

Then will come the salaries of property men, drapers, etc., 
engaged in preparing the sets, and then salaries of property men, 
electricians and others assigned to each picture during its pro- 
duction. These costs will likewise be gathered by time reports 
turned in each day, which will be accumulated and summarized at 
the end of the week so that the total time spent by each man 
upon the various pictures is known and made the basis of the dis- 
tribution of the salary paid for the week. There will be salaries 
for nearly all the classes of labor mentioned above, which are not 
chargeable to any particular picture. These will be charged to 
appropriate accounts and distributed in the manner outlined for 
indirect costs. 

The cost for rental of costumes used in the pictures will be 
handled in the same manner as the cost of properties. If the 
studio itself maintains any considerable wardrobe and stock prop- 
erties for use in pictures a charge for such use may be computed 
on the basis of the estimated useful life of the article, drawn up 
in schedule form. The picture will then be charged rental for its 
use from reports as to the time used submitted by the wardrobe 
and properties departments. The credit would be passed to a spe- 
cial account, which would be an offset to the amount chargeable 
as depreciation at the end of the year. Such a refinement, how- 
ever, would hardly be warranted except in the case of highly 
perishable articles. 

The cost of negative film used in the picture can be gathered 
from the cameraman’s daily report as to film used, and the cost 
of developing and printing film from invoices from the laboratory, 
the picture number being shown on all invoices. Time reports 
will cover the cost of cutting and patching film, and the cost of 
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titles will be secured from invoices or time reports depending 
upon whether this is done by the studio or on the outside. 

The last item of direct expense will be the cost of labor ex- 
pended in tearing down sets, which will be gathered, of course, 
from time reports. If the lumber and other materials used have 
any salvage value remaining, this value should be passed as a credit 
to the picture and charged to an account termed, perhaps, “sal- 
vaged materials.” If subsequently used in another picture the item 
would be charged out at this value. 

The rates for employees’ compensation insurance are high in 
this industry, and since the premiums paid are based on the 
amount of the payroll they may be computed and charged direct. 

Fire and damage insurance is usually carried on each pro- 
duction, and this would also be a direct cost. 

An item of cost which sometimes amounts to a considerable 
sum is that of location expense. The cost of maintaining or rent- 
ing automobiles used in going to or from location, railroad fares, 
lunches, fees and similar items would be included in this expense. 
Such items would ordinarily be paid by an assistant director and 
be charged to the picture by means of a statement of cash dis- 
bursed submitted by him. 

Another item which might be treated as a direct charge would 
be the cost of operating electrical equipment used for lighting 
effects. The expense for current, depreciation of equipment, 
etc., might be reduced to an hourly charge for use and so be 
charged direct. Wages of operatives are, of course, a direct 
charge, as has previously been mentioned. 

Plant overhead, as explained later, may also be reduced to an 
hourly or daily charge for studio or stage rental and be charged 
to the picture on the basis of the time occupied by it. 

A suggested outline for the classification of ledger accounts 
for direct costs follows, arranged by primary, secondary and 
subordinate accounts. Any of these accounts, of course, may be 
further subdivided, or other accounts may be added whenever 
desirable. These accounts should be appropriately numbered, as 
for instance, the control account 50, the secondary accounts 50A, 
50B, 50C, etc., and the sub-accounts under each secondary account 
50A-1, 50A-2, etc. 
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Direct charges (control account ) 
Cost of story (secondary account ) 
Scenario purchase (sub-account ) 


Scenario and continuity salaries 
Scenario and continuity expense 
Salaries and wages 
Cast (actors carried on regular payroll) 
Talent (extras engaged for picture) 
Staff (directors, assistants and cameraman and assis- 
tants) 
Technical (property men, electricians, etc.) 
Sets 
Materials and supplies 
Labor (carpenters, painters, paperhangers, etc.) 
Properties 
Rental 
Purchase and damage 
Wardrobe 
Rental 
Purchase and damage 
Wardrobe and property room expense 
Rental of equipment 
Location expense 
Film 
Negative 
Developing 
Printing 
Cutting and patching 
Titles 
Expense 
Insurance 
Proportion of indirect expense and plant overhead (to be 
discussed later). 


The control account in this case is direct charges. Now, if 
picture cost sheets were ruled so as to provide a total column and 
a column for each of the expense sub-accounts above given, each 
picture having assigned to it a separate sheet, many advantages 
which will be pointed out would result. 

First, to obtain ‘the full benefit of these advantages and to 
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effect a large saving in time and labor the picture costs sheets, 
which should be kept in a loose-leaf ledger controlled by the 
account direct charges, should be posted from the same media as 
the ledger accounts. This can be done readily by providing in the 
purchase or voucher register, payroll, cashbook and journal a 
special column for showing the picture number in the case of all 
items going into these picture cost expense accounts, which could 
also be carried out into one special column. 

When this column is summarized at the end of the week for 
posting to the individual direct cost expense accounts above 
shown, it should also be summarized so as to show the total of 
each sub-account for each picture. The totals for each account 
would then be posted to the proper general ledger accounts and the 
total for each picture of each class of expense would be posted in 
the corresponding column of the picture cost sheets. By this 
procedure the interlocking of cost records with the general ac- 
counts is automatic. The control account direct charges also con- 
trols the picture cost ledger, and the accuracy of the total cost 
of each picture is not only absolutely assured, but the correctness 
of the detailed expenses is proven, since the total of charges to all 
pictures contained in the picture cost ledger for any one classifica- 
tion of expense must agree with the total for that expense as 
shown by its general ledger sub-account. 

When the total costs of any picture have been gathered, a 
credit should be passed to the direct charges account for the cost ; 
and this amount should be charged to the account “completed pic- 
tures.”’ Care should be taken to see that each secondary and sub- 
account is credited with the proper portion of this total expense as 
disclosed by the corresponding columns in the picture cost sheet. 
The picture cost sheet in the ledger should then be removed so as to 
maintain the balance between this ledger and the control account, 
direct charges, and be filed in a transfer binder for completed 
pictures. At the end of the year or when sales are made the ac- 
count completed pictures would be credited with the cost price, as 
shown by the respective picture cost sheets, of pictures sold. 

The account direct charges is then a control account of work 
in process and the account completed pictures is an inventory ac- 
count of pictures on hand, supported by the detailed information 
found in the transfer binder for completed pictures. 
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As in most cost systems, the problem of distributing over- 
head equitably over product is here the most difficult one. A com- 
mon practice in manufacturing cost systems is to lump all manu- 
facturing costs other than direct charges under the general head- 
ing “indirect expenses” or “overhead,” and to distribute all the 
many different items making up this total over product on one and 
the same basis. Many times these items are not properly dis- 
tributable in the same proportion or on the same basis, and it is 
believed that a useful purpose will be served by distinguishing 
between different kinds of indirect or overhead expenses. 

For the purposes of this article an attempt will be made to 
segregate these various costs into two classifications, since it is 
believed that greater accuracy will be obtained by so doing, inas- 
much as they form two more or less distinct classes of expense, 
which are assignable to specific pictures on entirely different bases. 

If the total cost of product is to be determined before the 
end of the year it is necessary to estimate in advance the aggregate 
amount of indirect expenses for the year. Now, one type of these 
costs can be accurately estimated in advance, while the other type 
cannot be estimated with any degree of accuracy at all. This is the 
chief point of distinction between the two, and the advantage to 
be gained by so distinguishing between them is that total costs 
can be determined for each picture to a high degree of accuracy 
within a short time after the picture is completed. By assembling 
in one group those expenses which vary from time to time and are 
applicable only to the period in which incurred, they may be dis- 
tributed at short intervals, and the product will be charged with 
the actual amount of these expenses and not with an estimate or 
guess as to what they will or should be. 

These expenses fall broadly into two classifications: first, those 
variable expenses which can not be assigned to any particular pic- 
ture, but are more or less dependent upon the number of pictures 
produced, that is, the amount of production. These expenses will 
be termed here “indirect production costs.” 

The second classification consists of those expenses which are 
fixed and invariable to a great extent, and go on irrespective 
of the amount of production and, in fact, even if production activi- 
ties entirely cease. These expenses will be termed “overhead 
charges” or “plant overhead.” An outline of accounts for the first 
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class of expense mentioned, which is intended to be illustrative only 
and not comprehensive, follows: 


Indirect production costs (control account) 
Salaries and wages not chargeable direct (secondary account) 
Indirect labor (sub-account ) 


Wardrobe and property room salaries 
Art department salaries 
Supervision salaries 
Unassigned staff and talent 
Employment department expense 
Wardrobe, property room and cutting room expense 
Still and art room expense 
Auto maintenance 
Materials and supplies 
Light and power (if not charged direct as above outlined) 
Indemnity insurance (if not charged direct) 


Since these and similar expenses largely arise because of the 
pictures made within the period in which they are incurred and 
also vary with the amount of production, it is proper that the pic- 
tures made within this period should bear the expense. They can 
therefore be closed into picture costs at frequent intervals, say 
every four weeks or monthly. The basis of this distribution would 
depend upon the conditions obtaining at each particular studio, 
but it is believed that a distribution in proportion to the total direct 
charges would be as satisfactory as any other, if from the total 
of direct there were excluded the salaries of talent, which fluctuate 
violently, according to whether a highly paid star or stars or a 
more modestly salaried cast is employed. This basis for the dis- 
tribution of indirect expense has been severely criticised as being 
illogical and arbitrary, but these expenses will usually be found to 
vary with and be largely dependent upon direct costs if salaries of 
cast are omitted. 

At the end of each month the total for indirect expense as shown 
by its control account would be charged to direct costs, the charge 
going also to the sub-account entitled “proportion of indirect pro- 
duction expense and plant overhead,” and also into the same 
column in the picture cost sheets for the pictures affected. 

For purpose of analysis it can also be ascertained for each 
picture of what detailed expenses this total charge for proportion 
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of indirect expense is made up by taking the same percentage of 
the different expense sub-accounts as was taken of the total ex- 
pense for that picture. Examples of the type of expense termed 
overhead charges, which would be classed under the group of ac- 
counts controlled by plant overhead, are: 


Plant overhead (control account ) 
Watchmen’s and janitor’s wages (secondary account) 
Rent 
Insurance (fire—plant and equipment) 
General property taxes (on plant and equipment) 


Repairs to plant and equipment 
Depreciation (plant and equipment) 
Proportion of administrative expenses 


These and similar expenses are more or less fixed, and it is 
possible to determine in advance to a fair degree of accuracy the 
exact sum to which they will amount in the course of a year or the 
average amount per annum over a period of years. Unlike the 
other type of expense, these expenses are not entirely applicable 
to the period in which they are incurred, but must be averaged over 
a longer period. Insurance is usually paid in advance for a year 
or several years; taxes are paid once or twice a year; repairs the 
cost of which is equally applicable to various periods will be made 
in one period; rent may be paid in advance. Any extraordinary 
expense incurred in one year may be averaged over several years 
by means of suspense acounts so as to maintain an equitable 
average. It is necessary, therefore, to know in advance to what 
these expenses will amount for any period, and this is easy of 
ascertainment in the case of these fixed charges. 

In the case of expansions, additional ground rented or new 
buildings erected, the additional costs applicable to these extensions 
can also be determined in advance for the remainder of the year, 
which is all that is necessary, as product complete theretofore 
should not be charged with these additional costs. 

It is true that the factors of depreciation and repairs on plant 
and equipment will vary to a certain extent with use, but in this 
industry at least this variation would be slight and the rate may be 
fixed so as to cover the normal average use. 

Having ascertained the total of overhead charges for the ensu- 
ing year—and nearly every one of these expenses is exactly 
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ascertainable—it is a simple matter to allocate this total over the 
plant so as to determine a daily or hourly rental for each stage 
or lot, excluding, of course, the portion of these charges applicable 
to space occupied by administrative buildings, which will form 
a part of administrative expense. 

When a picture is completed a charge at the determined hourly 
or daily rate will be made against it for the space or stages 
occupied. This charge will go into the control account for direct 
charges and also into the direct expense of sub-account, termed 
“proportion of indirect production costs and plant overhead.” 
It will also go into the corresponding column in the picture cost 
sheet, which will then contain two items: one for proportion of 
indirect production costs and one for proportion of plant over- 
head. The contra credit should not go direct to plant overhead 
but into an intermediary account until the end of the year, for 
the reason that, unless all spaces or stages to which the total 
plant overhead was allocated are occupied constantly, which is 
improbable, not all of the plant overhead for the year will be 
distributed over product. This discrepancy between the amount 
distributed to pictures and the total of plant overhead may be 
handled by means of the supplemental rate advocated by A. 
Hamilton Church, in his discussion of the machine-rate plan of 
distributing indirect expense. 

At the end of a three-months’ period, for instance, so as not to 
delay the final determination of costs for too long a time, or 
even at the end of a month, the total amount charged to pictures 
for studio or stage rental, as shown by the credits to the inter- 
mediary account referred to, should be compared with the pre- 
determined total of plant overhead applicable to that period. The 
difference can then be allocated to pictures made within the 
period as a supplemental charge for plant overhead, although this 
will have the effect of penalizing such pictures because of failure 
during that time properly to utilize all available space. Since 
this difference is an indication of waste in not keeping up produc- 
tion, it will serve a very useful purpose by showing this fact, and 
it should not perhaps be charged to particular pictures at all, but 
be closed out at the end of the year as a loss. Of course, if the 
organization is given over to the production of a certain picture so 
much that other production has to be neglected, it is proper that 
this picture should bear the loss occasioned thereby. 
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Administrative expenses should, of course, be kept under a 
separate classification. The proportion of administrative expense 
to be borne by the producing end of the business will need to be 
determined in each instance by the conditions obtaining. This 
proportion should form a part of plant overhead. In the case of 
a company which produces only and maintains no selling nor dis- 
tributing organization, the whole of administrative expenses would 
be included in plant overhead. 

Interest on the firm’s own capital invested in plant and equip- 
ment has not been shown as a production cost because of the 
writer’s opinion on that subject. It is also thought that interest 
paid on possible mortgages on plant should be considered as a 
deduction from income rather than as a manufacturing expense. 

In closing, it might be pertinent to mention one or two income- 
tax problems that are probably somewhat peculiar to this 
industry. 

It is understood that the internal revenue bureau in several 
instances has raised questions as to the tax liability of producers 
who have deducted each year as expenses the total costs of pro- 
duction without taking into consideration pictures on hand at 
the end of the year and pictures in process. It seems quite clear 
that income cannot be correctly reflected unless the inventory 
method of determining income is used. This basis was, un- 
doubtedly, not used in many instances because of failure to keep 
accurate cost records. 

A tax problem which frequently arises is that presented in the 
case of a producer who distributes his pictures on a state rights 
basis. The United States is divided into various territories for 
this purpose and a value is set upon each territory. That is, the 
total selling price of the picture is fixed, and each territory is 
assigned a certain percentage of this total. The producer then 
sells to exchanges in the different territories the right to exhibit 
or sell exhibiting rights in their districts. At the end of an ac- 
counting period a portion only of the total territory for a certain 
picture may have been sold. What is the inventory value of this 
picture? Although the legal title to the negative film still remains 
with the producer, its value is diminished as territorial rights 
are sold. 

Inasmuch as the total amount to be realized is known with a 
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fair degree of certainty, it would seem just to assume that the 
same proportion of the cost of a picture remains on hand as the 
proportion of the amount yet to be realized is of the total selling 
price. If a material discrepancy later develops, an amended 
return may be filed. (Since the question of the value of foreign 
rights so complicates this question and the following one, it has 
been ignored here because of lack of space in which adequately to 
discuss it.) 

Another problem frequently encountered occurs when a pro- 
ducer has contracted with a distributing company to produce one 
or a series of pictures for it. The distributor does not buy the 
picture outright but advances the producer, against the cost of a 
picture, a certain amount for the exclusive right to exploit and 
exhibit the picture for a period of years. Title remains with the 
producer, and any amounts realized on the distribution of the 
picture over and above the advance to cover cost of production, 
which usually involves a profit for the producer, is shared between 
them on an agreed basis. If at the end of an accounting period 
the producer has made and delivered to the distributor such a pic- 
ture and received his advance thereon, should the picture be 
included in his inventory, and, if so, at what figure? 

In view of the fact that the earnings from a picture in this 
case are a matter of conjecture and the producer does not know 
that he will ever receive anything more than the advance, it would 
seem permissible to consider the picture as disposed of, although 
it is not known what the position of internal revenue officers 
would be in such a case. In this case any excess of the advance 
over the cost of making the picture would be net income for the 
year of its receipt and any future earnings would be accounted for 
as net income when received. 

The motion-picture field is too broad and conditions at differ- 
ent plants are too varied to give anything like a comprehensive out- 
line of a cost system for it in an article of thislength. Whathas been 
given here has been only an attempt at sketching a way of securing 
accurate costs under ordinary conditions. Many companies main- 
tain their own laboratories, machine shops, garages, etc,. which 
would complicate the problems somewhat, but such cases could be 
handled in much the same manner as herein outlined by keeping 
separate cost of service rendered, as an outside business would do, 
eliminating, of course, the element of profit. 
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Inadmissible Assets 
By MILTon RINDLER 


In my income-tax experience, I have learned that the average 
business man does not even know what an inadmissible asset is— 
much less its effect on a corporation’s excess-profits tax. If 
this element of invested capital were of little importance, this 
ignorance might be excused. But corporations make many invest- 
ments, which have an important effect on their invested capital and 
consequently on their tax. 

The government regulations define inadmissible assets as 
“stocks, bonds and other obligations (other than obligations of the 
United States) the dividends or interest from which are not in- 
cluded in computing net income.” The law proceeds on the theory 
that if the income from an obligation is not taxed, the capital 
invested in that obligation should not be included as part of the 
corporation’s invested capital. In other words, it would be double 
exemption first to exempt the interest on a state bond and then 
to exempt 8 per cent of the capital invested in that bond. The 
only exceptions are United States obligations, which may be 
included in invested capital. 

Thus, stock in a domestic corporation, municipal and state 
bonds are inadmissible, while Liberty bonds are admissible. 

A clear idea of what is and what is not an inadmissible asset 
may be gained from the following distinctions: 

As the term “obligations of the United States” includes only 
direct obligations, bonds of Porto Rico are inadmissible. War 
finance bonds are not considered obligations of the United States 
and are inadmissible to the extent of a principal of $5,000.00, 
because only the interest on a principal of $5,000.00 of these 
bonds is exempt. The stock of federal reserve banks and federal 
farm loan bonds are inadmissible. 

The law exempts from tax dividends from a corporation which 
is taxable upon its net income. Where dividends are received on 
stock of a foreign corporation, which derives income (no matter 
how small) from sources within the United States, and to that 
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extent is taxable under the law, the dividends so received are 
entirely exempt. Thus, the stock of a foreign corporation, which 
derives income from sources within the United States, is inadmis- 
sible, whereas stock of a foreign corporation, which derives no 
income from sources within the United States, is admissible. 

The fact that no income is received from the obligation during 
the year does not affect its status as an inadmissible. 

If part of the income from a stock or bond is exempt and 
another part, such as income from the sale of the obligation, is 
taxable, that proportion of the entire amount held of the obliga- 
tion from which this income is derived which the taxable income 
bears to the total income is admissible. Take, for example, the 
following case: 

A corporation owns $15,000 of A stock and $40,000 of B 
bonds at the beginning of the taxable year. It receives $750 in 
dividends on the A stock (Jan. 1-July 1—$500.00.—July 1-Dec. 31 
— $250.00.) and $500 profit on the sale of $5,000 of the stock on 
July 1st of the taxable year. On the B bonds, interest of $2,000 
is received during the year. The corporation pays during the 
year $1,000 in interest on money borrowed to purchase the 
bonds. The following schedule shows the amounts used in the 
computation and the results: 


Total Non- Inad- 
Obligation Principal income taxable Taxable missible Period 
A stock.. $15,000 $1,000 $500 $500 $7,500 Jan. 1-July 1 
A stock.. 10,000 250 WS sinha 10,000 July 1-Dec. 31 
B bonds. . 40,000 2,000 2,000 1,000 20,000 Jan. 1-Dec. 31 


As the profit on the sale of A stock is one-half of the total 
income, one-half of the stock is admissible from January Ist to 
July 1st, the date of the sale. From July 1st to the end of the 
year, the corporation holds $10,000. of inadmissibles. The law 
provides that interest paid on indebtedness incurred or continued 
to purchase obligations (other than obligations of the United 
States issued after September 24, 1917), the interest upon which 
is wholly exempt, is not deductible in computing net taxable 
income. The disallowance of the interest paid is the same in 
effect as taxing that much of the interest received on the obliga- 
tion for which the indebtedness was incurred. Therefore, that 
proportion of the bonds for which the indebtedness was incurred 
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which the disallowed interest (i. e. taxable interest) bears to the 
total interest received on the bonds is admissible. 

Under section 207 of the 1917 law and article 44 of regula- 
tions 41, borrowed money and inadmissibles could not be included 
in invested capital. It was found in the working out of the law 
that, if this provision were carried out, many businesses would 
have no invested capital. Furthermore, it was inequitable because 
the inadmissibles had been purchased partly or entirely with bor- 
rowed money. Assuming that they had been purchased with bor- 
rowed money, it was entirely wrong to eliminate both from 
invested capital. Being pressed for a quick solution to the prob- 
lem, the treasury department passed a ruling giving the taxpayer 
the benefit of the doubt by assuming that all inadmissibles had 
been purchased with borrowed money. Only the excess of the 
inadmissibles over the total liabilities was deemed to have been 
acquired out of capital and for that reason had to be deducted 
in schedule C of the 1917 excess-profits blank in computing 
invested capital. 

At first, this ruling was carried out by simply taking the 
amount of inadmissibles and the amount of liabilities at the begin- 
ning and end of the year, and using the average of each to deter- 
mine the amount to be deducted. But it was found that in many 
cases, a monthly average of liabilities and inadmissibles was sub- 
stantially different from a yearly average. Therefore, wherever 
there was a substantial difference, the monthly average was used. 

In computing the amount of inadmissibles to be deducted, all 
liabilities were taken into consideration. Even though the liability 
could be directly connected with a specific admissible asset, such 
as money borrowed to purchase Liberty bonds, the liability was 
included in the computation. An exception arose, however, when, 
because of the limitation of interest under the 1917 law, a part 
of the borrowed money was allowed as invested capital. As soon 
as the borrowed money became invested capital, it could not be 
considered a liability to be included in the computation of inad- 
missibles. To consider it in the computation would be to con- 
tradict the theory upon which the deduction for inadmissibles in 
1917 was based. 

In the 1918 law, we find the provision for inadmissibles much 
more logical than under the 1917 law. The present law provides 


435 


iI 
H 
- { 
| 
ge 
q 
ps 
= 


The Journal of Accountancy 


that “there shall be deducted from invested capital as defined above 
a percentage thereof equal to the percentage which the amount of 
inadmissible assets is of the amount of admissible and inadmissible 
assets held during the taxable year.” The following hypothetical 
case will illustrate the treatment of inadmissibles under the 1918 
law: 

The AB Corporation's balance-sheet of Jan. I, 1919 


Assets Liabilities and Capital 
$10,000 Accounts payable......... $20,000 
Accts. receivable... $50,000 Notes payable............ 10,000 

Less reserve for 
bad debts...... 1,000 49,000 
Notes receivable... $5,000 Mortgage on plant........ 10,000 
Less notes rec. 
discounted ..... 1,000 4,000 
Inventory, mdse... . 43,000 


Plant and mach. . ..$100,000 
Less reserve for 


depreciation ... 10,000 90,000 
Stocks, at cost..... 10,000 
$183,000 $183,000 


On May I, 1919, inadmissibles costing $20,000 were pur- 
chased. On November 1, 1919, inadmissibles costing $10,000. 
were purchased. On December 31, 1919, the total admissible 
assets, as adjusted, amounted to $150,000. 

In computing the percentage of inadmissibles, the assets must 
first be “adjusted in accordance with the provisions of the statute.” 
Thus, for example, goodwill purchased with stock must be re- 
duced to 25 per cent of the total capital stock outstanding on 
March 3, 1917, or at the beginning of the taxable year, depend- 
ing upon the date when the goodwill was acquired. 

As the reserve for bad debts is not allowable deduction in 
computing net taxable income, it should be regarded as part of 
surplus, leaving accounts receivable at the unadjusted value of 
$50,000. 

“Notes receivable discounted” represents the contingent liabil- 
ity for notes which have been sold to the bank. These notes are 
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no longer assets of the corporation and are properly deducted as 
shown in the balance-sheet from the total notes receivable, leav- 
ing the net amount of $4,000. 

“Plant and machinery” should be adjusted as shown in the 
balance-sheet by deducting the reserve for depreciation, leaving a 
net value of $90,000 to be used in the computation. If any part 
of the reserve for depreciation has been disallowed as a deduction, 
that part should not be deducted from the asset, but should be 
regarded as part of surplus. “Mortgage on plant” does not enter 
into the computation, as it does not reduce the value of the asset 
but simply represents the amount of capital borrowed to acquire 
the asset. 

The assets at their adjusted values would then be as follows: 


Total admissible assets January I, 1919...... $174,000 
Total admissible assets December 31, 1919... 150,000 
Average admissible assets .............+05+ $162,000 


The regulations provide that if at any time a substantial change 
has taken place either in the amount of inadmissible assets or in 
the total amount of admissible and inadmissible assets, the effect 
of such change shall be averaged exactly from the date on which 
it occurred. An example of such a change would be an issue of 
bonds or stock by a corporation during the year. The incoming 
cash would cause a substantial change in the amount of admissible 
assets. In our hypothetical case, there have been two substantial 
changes in the amount of inadmissibles during the year, which 
necessitate averaging from the date of each change. If the 
amount of merchandise inventory at the end of each month were 
known, and the books were fully posted each month, the amounts 
of admissible and inadmissible assets could be averaged monthly. 
In this case, however, only a yearly average of admissibles can be 
taken. 


437 


| 
| 
i 
| 
| 
de 


The Journal of Accountancy 


The inadmissibles would be averaged as follows: 


Number Fraction Average 

Date of change Amount of days of year amount 
20,000 245 49/73 13,424.66 
Nov. I, I9Q19......... 10,000 61 61/365 1,671.23 
$162,000.00 
Average total admissible and inadmissible assets...... $187,095.89 


Percentage of average inadmissibles to average of total assets 


equals 13.4 per cent. 
This percentage of the invested capital gives the amount to 


be deducted, leaving the net invested capital. 
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EDITORIAL 


Regional Meetings 


The regional meeting of the American Institute of Accountants 
held in Chicago, November 19th, was, we honestly believe, an 
epoch-making event in the history of accountancy in the United 
States. It was not the first step in the path of progress—the tri- 
state meetings of Delaware, Maryland and Virginia accountants 
led the way several years ago—but it was a second step, and one 
that brought us considerably onward. 

In a country so large as this, it is always difficult to secure unity 
of thought, manner, aim and action. It is not possible to assemble 
the entire membership of a national organization such as the 
institute, and there will always be a proportion, generally large, 
of the membership whose attendance is prevented by distance or 
other obstacle. There will also be a proportion of the membership 
which will feel itself out of touch with the affairs of the organiza- 
tion and will be inclined to a sense of isolation because of in- 
ability to be present at the annual meetings of the national body. 
But the justification for such sentiments will be reduced to an in- 
considerable minimum if the institute goes to members who cannot 
or will not come to the institute. 

It would, of course, be out of the question to hold satisfactory 
regional meetings in enough places to bring every member within 
an hour’s travel of the point of meeting, but if it can be arranged— 
and ultimately we believe it can—that at least once in every year 
there shall be a meeting of accountants under the egis of the 


439 


| 
% 
hate 
a 
= 


The Journal of Accountancy 


institute at a point within twelve hours’ travel of every member, 
the old complaint that the institute and its meetings are far re- 
moved from many of the members will be almost completely 
refuted. 

The meeting at Chicago, for example, which was attended by 
about 300 accountants, did not draw upon any territory more than 
a night’s journey from the place of meeting. A similar meeting is 
to be held in Boston, December 8th, at which representatives of 
all New England states are expected to be present. Here again the 
place of meeting is within twelve hours’ journey of every account- 
ant, and within a shorter journey of the great majority of account- 
ants in New England. 

It is not asking or expecting too much of a practising account- 
ant that he shall attend professional gatherings which make no 
greater demand upon his time or resources than a night’s journey 
each way and the traveling expenses involved. 

A meeting is to be held next June in Norfolk, Virginia, which 
will draw upon the south-eastern states. Other regional meetings 
are being discussed and will probably be held in other parts of the 
country when the success of the meetings of Chicago and Boston 
becomes generally known. 

There are so many advantages to be gained by the meeting to- 
gether of accountants dnd the discussing of vexed questions, that 
it seems unnecessary to mention them. 

By getting together, exchanging ideas, meeting personally and 
hearing of the problems which confront one’s confréres, one 
obtains a breadth of view and of sympathy which can never be 
acquired by the man who remains confined within the limits of his 
own practice and immediate environment. 

At the meetings which are to be held, it has been arranged that 
everyone engaged or directly interested in public accounting and 
residing or practising within the region covered by the meeting 
shall receive an invitation to attend. At Chicago fully one-half the 
accountants in attendance at the meeting were not connected with 
the American Institute of Accountants. They were invited by 
representatives of the institute, were accorded every privilege and 
courtesy, and received invitations to seek membership in the in- 
stitute if they were qualified. The direct result will be a consider- 
able accession to the membership. 
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If this were the sole result of the meeting in Chicago, it would 
be well worth while, but there will certainly be other results. 

The old idea that the institute was an exclusive organization, 
sufficient unto itself, will be dispelled as accountants generally find 
that they are welcome at the regional meetings and are desired as 
members if they can conform to the constitutional requirements. 

The ideals of ethical procedure adopted by the institute and 
observed by most of its members can be gradually disseminated 
throughout the entire accounting profession by means of such 
meetings. 

For several years there has been a feeling that something should 
be done to bring the institute into closer touch with the profession 
in some of the sections of the country most remote from such 
centers as New York and Chicago. The fact that the institute’s 
operating office is in New York has been the subject of criticism. 
The constitutional provision that two annual meetings out of three 
shall be held in the District of Columbia has also raised a certain 
amount of objection in outlying districts. With these facts in 
mind, the institute has considered and is considering the formation 
of chapters wherever such organization may be desirable. That 
matter has not yet reached a definite point of development. A new 
committee was appointed last September and is now working on a 
general plan of chapter organization and control. In the mean- 
time regional meetings are doing much to answer the attacks which 
have been made by those who are placed far from the centers of 
activity. 

Perhaps the regional meeting is a half-way point between in- 
stitute and chapter. At any rate, it is an altogether desirable 
development. At Chicago there was not a single criticism of the 
regional idea. Indeed, it is difficult to imagine a valid criticism 
that could have been offered. 
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Income-tax Department 
Epirep By STEPHEN G. Rusk 


During the month that has elapsed since the last issue of THE JouURNAL 
or ACCOUNTANCY five treasury decisions have been made, all of which are 
worthy of careful consideration. 

At a time like this, when there is considerable agitation for the repeal 
of the excess-profits-tax law; for the deferring of payment of the December 
15th instalment of federal tax, and for a new law to take the place of the 
excess-profits-tax law, it behooves accountants to remember that even if 
the excess-profits-tax law should be repealed in 1921, the old law will apply 
to the years 1909 to 1920, inclusive, and therefore the decisions handed down 
by the various authorities will have important bearing upon every enterprise 
involved thereby for many years to come. 

The decisions that are published in THe JourNAL oF ACCOUNTANCY this 
month cover a varied field and all are interesting. 

Number 3076 amends those articles appertaining to depletion of timber 
and promulgates two new articles (236 and 237), in which are laid down 
rules for “aggregating timber and land values for purposes of valuation” 
and the accounting that is required by the department in cases of depletion 
of timber. 

The methods of valuation, nature of proof thereof, method of deter- 
mination of unit value and the application of said unit value in determination 
of amount of depletion are set forth in clear, understandable terms in this 
decision. 

It is doubtful, however, whether there are many concerns engaged in 
lumbering operations whose accounting history is complete enough to make 
it possible to comply with the requirements of the department. Those who 
revise their books and records to fit them to show the information required 
will have made at least that part of their business appertaining to valuation 
and depletion up to date. Those whose records have been kept in a manner 
to show the facts required by the department will know that their accounts 
and records are comprehensive and in line with the best accounting prac- 
tice. Those whose records will not show these data will do well to bring 
their appraisals, accounts and other records into line. 

District Judge Knox, of the district court of the United States for the 
southern district of New York, handed down a decision in which is con- 
tained interesting information of that which constitutes gross income of 
“every insurance company by whatever name they are called.” He con- 
cludes that premium deposits made in advance by members of mutual 
insurance companies to cover estimated losses and expenses, so long as the 
payment thereof constitutes the consideration for contract of insurance, 
constitutes gross income. 

This decision will make it necessary for this kind of insurance company 
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to estimate its losses and expenses with greater accuracy if it is to avoid 
paying a tax on a transaction that has been generally considered to be one 
for mutual protection and not for profit. 

Treasury decision 3080 relates to excess-profits taxation of a partnership 
under the law of 1916-17, and, while its application is perhaps to the specific 
case of which it treats, it is also indicative of what must be present in a 
partnership return to segregate isolated transactions of the individual part- 
ners from those that may be said to constitute a “single trade or business.” 

Article 42 of regulations 45 is amended by treasury decision 3082, more 
clearly to define what constitute sales of personal property on the instalment 
plan. 

Treasury decision 3089 has to do with depletion allowance in case of dis- 
covery of a valuable deposit of mineral, oil or gas. 

The provisions of this decision are such as to define the rights to such 
value, for depletion purposes, as between lessor and lessee. It provides that 
the value so discovered be apportioned between lessor and lessee. 


TREASURY RULINGS 


(T. D, 3076, October 5, 1920) 
Income tax. Depletion of timber 


Articles 228, 229, 230, 231, 233, 234 and 235 of regulations No. 45 amended 
and articles 236 and 237 inserted 


Articles 228, 229, 230, 231, 233, 234 and 235 of regulations No. 45 are 
hereby amended and articles 236 and 237 are promulgated, as follows : 

Art. 228. Capital recoverable through depletion allowance in the case 
of timber—In general, the capital remaining in any year recoverable 
through depletion allowances may be determined as indicated in articles 202 
and 203. In the case of leases the apportionment of deductions between 
the lessor and lessee will be made as specified in article 204. The cost of 
timber properties shall be determined in accordance with the principles 
indicated in article 205. For method of determining fair market value and 
quantity of timber, see articles 234, 235 and 236. For depletion purposes the 
cost of the timber shall not include any part of the cost of the land. 

Art. 229. Computation of allowance for depletion of timber for given 
year.—The allowance for depletion of timber in any taxable year shall be 
based upon the number of units of timber felled during the year and the unit 
value of the timber in the timber account or accounts pertaining to the 
timber cut. The unit value of the timber for a given timber account in a 
given year shall be the quotient obtained by dividing (a) the total number 
of units of timber on hand in the given account at the beginning of the 
year plus the number of units acquired during the year plus (or minus) 
the number of units required to be added (or deducted) by way of correct- 
ing the estimate of the number of units remaining available in the account 
into (b) the total fair market value as of March 1, 1913, and (or) cost 
of the timber on hand at the beginning of the year, plus the cost of the 
number of units acquired during the year, plus proper additions to capital 
(see art. 231). The amount of the deduction for depletion in any taxable 
year with respect to a given timber account shall be the product of (a) 
the number of units of timber cut from the given account during the year 
multiplied by (b) the unit value of the timber for the given account for 
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the year. Those taxpayers who keep their accounts on a monthly basis 
may, at their option, keep their depletion accounts on a monthly basis, in 
which case the amount deductible on account of depletion for a given month 
will be determined in the manner outlined above for a given year. The 
total amount of the deduction for depletion in any taxable year shall be the 
sum of the amounts deductible for the several timber accounts. For de- 
scription of timber accounts see articles 235 and 236. 

The depletion of timber takes place at the time the timber is felled. 
Since, however, it is not ordinarily practicable to determine the quantity of 
timber immediately after felling, depletion for purposes of accounting will 
be treated as taking place at the time when, in the process of exploitation, 
the quantity of timber is first definitely determined. 

Art. 230. Revaluation of timber not allowed—In the case of timber 
acquired prior to March 1, 1913, the fair market value as of that date shall, 
when determined and approved by the commissioner, be the basis for deter- 
mining the depletion deduction for each year during the continuance of the 
ownership under which the fair market value of the timber was fixed, and 
during such ownership there shall be no redetermination of the fair market 
value of the timber for such purpose. However, the unit market (or cost) 
value of the timber will subsequently be changed if from any cause such unit 
market (or cost) value, if continued as a basis of depletion, shall upon 
evidence satisfactory to the commissioner be found inadequate or excessive 
for the extinguishment of the cost, or fair market value as of March 1, 1913, 
of the timber. 

Art. 231. Charges to capital and to expenses in the case of timber— 
In the case of a timber property held for future operation by an owner 
having no substantial income from the property or from other sources, all 
expenditures for administration, protection, and other carrying charges 
prior to production on a normal basis shall be charged to capital account; 
after such a property is on a normal production basis such expenditures 
shall be treated as current operating expenses. In case a taxpayer, who has 
a substantial income from other sources, owns a timber property which is 
not yet on a normal production basis, he may, at his option, charge such 
expenditures with respect to such timber property to capital, or treat them 
as current operating expenses, but whichever system is adopted must be 
followed until permission to change to the other system is secured from the 
commissioner. In the case of timber operations all expenditures prior to 
production for plants, improvements and equipment, and thereafter al! 
major items of plant and equipment, shall be charged to capital account for 
purposes of depreciation. After a timber operation has been developed and 
equipped and has reached its normal output capacity, the cost of additional 
minor items of equipment and the cost of replacement of minor items of 
worn-out and discarded plant and equipment may be charged to current 
operating expenses, unless the taxpayer elects to write off such expenditures 
through charges for depreciation; however, the method adopted must be 
followed consistently from year to year. 

Art. 232. Not changed. 

Art. 233. Information to be furnished by taxpayer claiming depletion 
of timber—To the income-tax return of the taxpayer claiming a deduction 
for depletion or depreciation or both there shall be attached a map and 
statement (form T-Timber) for the taxable year covered by the income-tax 
return. Form T-Timber requires the following: (a@) map showing timber 
and land acquired, timber cut, and timber and land sold; (b) description 
of, cost of, and terms of purchase or lease of, timber and land acquired: 
(c) proof of profit or loss from sale of capital assets; (d) description of 
timber with respect to which claim for loss, if any, is made; (e¢) record of 
timber cut; (f) changes in each timber account as the result of purchase, 
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sale, cutting, re-estimate, or loss; (g) changes in physical property accounts 
as the result of additions to or deductions from capital and depreciation : 
(h) operation data with respect to raw and finished materials handled and 
inventoried; (i) unit production costs, and (j) any other data which will be 
helpful in determining the reasonableness of the depletion and (or) de- 
preciation deductions claimed in the return. Similar information is re- 
quired for certain years prior to the 1919 taxable year from those tax- 
payers who have not already furnished it. The specific nature of the in- 
formation required for the earlier years is given in detail in form T-general 
forest industries questionnaire for the years prior to 1919. 

Art. 234. Determination of fair market value of timber—Where the 
fair market value of the property at a specified date, in lieu of the cost 
thereof, is the basis for depletion and depreciation deductions, such value 
shall be determined, subject to approval or revision by the commissioner 
upon audit, by the owner of the property in the light of the most reliable 
and accurate information available with reference to the condition of the 
property as it existed at that date, regardless of all subsequent changes, 
such as changes in surrounding circumstances, in methods of exploitation, 
in degree of utilization, etc. The value sought will be the selling price, 
assuming a transfer between a willing seller and a willing buyer as of the 
particuar date. Such factors as the following will be given due considera- 
tion: (a) character and quality of the timber as determined by species, age, 
size, condition, etc.; (b) the quantity of timber per acre, the total quan- 
tity under consideration, and the location of the timber in question with 
reference to other timber; (c) accessibility of the timber (location with 
reference to distance from a common carrier, the topography and other 
features of the ground upon which the timber stands and over which it 
must be transported in process of exploitation, the probable cost of ex- 
ploitation, and the climate and the state of industrial development of the 
locality), and (d) the freight rates by common carrier to important markets. 
The timber in question will be valued on its own merits and not on the basis 
of general averages for regions; however, the value placed upon it, taking 
into consideration such factors as those mentioned above, will be con- 
sistent with that of the other timber in the region. The commissioner will 
give due weight and consideration to any and all facts and evidence having 
a bearing on the market value, such as cost, actual sales and transfers of 
similar properties, the margin between the cost of production and the price 
realized for timber products, market value of stock or shares, royalties 
and rentals, value fixed by the owner for the purpose of the capital stock 
tax, valuation for local or state taxation, partnership accountings, records 
of litigation in which the value of the property has been involved, the 
amount at which the property may have been inventoried and (or) appraised 
in probate or similar proceedings, disinterested appraisals by approved 
methods, and other. factors. For depletion purposes the fair market value 
at a specified date shall not include any part of the value of the land. 

Art. 235. Determination of quantity of timber—Each taxpayer claiming 
or expecting to claim a deduction for depletion is required to estimate with 
respect to each separate timber account the total units (feet board-measure 
log scale, cords or other units) of timber reasonably known or on good evi- 
dence believed to have existed on the ground on March 1, 1913, or on the 
date of acquisition of the property, as the case may be. This estimate shall 
state as nearly as possible the number of units which would have been found 
present by a careful estimate made on the specified date with the object of 
determining 100% of the quantity of timber which the area would have pro- 
duced on that date if all of the merchantable timber had been cut and 
utilized in accordance with the standards of utilization prevailing in that 
region at that time. If subsequently during the ownership of the taxpayer 
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making the return, as the net result of the growth of the timber, of changes 
in standards of utilization, of losses not otherwise accounted for, of aban- 
donment of timber, and (or) of errors in the original estimates, there are 
found to remain on the ground, available for utilization, more or less units 
of timber than remain in the timber account or accounts, a new estimate 
of the recoverable units of timber (but not of the cost or the fair market 
value at a specified date) shall be made, and, when made, shall thereafter 
constitute a basis for depletion. 

Art. 236. Aggregate timber and land for purposes of valuation and 
accounting.—With a view to logical and reasonable valuation of timber, 
the taxpayer shall include his timber in one or more accounts. In general, 
each such account shall include all of the taxpayer’s timber which is located 
in one “block,” a block being an operation unit which includes all of the 
taxpayer’s timber which would logically go to a single given point of manu- 
facture. In those cases in which the point of manufacture is at a consider- 
able distance, or in which the logs or other products will probably be sold 
in a log or other market, the block may be a logging unit which includes 
all of the taxpayer’s timber which would logically be removed by a single 
logging development. In exceptional cases, provided there are good and 
substantial reasons, and subject to approval or revision by the commissioner 
on audit, the taxpayer may divide the timber in a given block into two or 
more accounts, e. g., timber owned on February 28, 1913, and that purchased 
subsequently may be kept in separate accounts, or timber owned on Feb- 
ruary 28, 1913, and the timber purchased since that date in several distinct 
transactions may be kept in several distinct accounts, or individual tree 
species or groups of tree species may be carried in distinct accounts, or 
special timber products may be carried in distinct accounts, or blocks may be 
divided into two or more accounts based on the character of the timber 
and (or) its accessibility, or scattered tracts may be included in separate 
accounts. When such a division is made, a proper portion of the total 
value or cost, as the case may be, shall be allocated to each account. 

The timber accounts mentioned in the preceding paragraph shall not in- 
clude any part of the value or cost, as the case may be, of the land. Ina 
manner similar to that prescribed in the foregoing part of this article the 
land in a given “block” may be carried in a single land account or may be 
divided into two or more accounts on the basis of its character and (or) 
accessibility. When such a division is made, a proper portion of the total 
value or cost, as the case may be, will be allocated to each account. 

The total value or total cost, as the case may be, of land and timber 
shall be equitably allocated to the timber and land accounts, respectively. 

Each of the several land and timber accounts carried on the books of 
the taxpayer shall be definitely described as to their location on the ground 
either by maps or by legal descriptions. 

For good and substantial reasons to be approved by the commissioner, 
or as required by the commissioner, the timber or the land accounts may 
be readjusted by dividing individual accounts by combining two or more 
accounts, or by dividing and recombining accounts. 

Art, 237. Timber depletion and depreciation accounts on books.— 
Every taxpayer claiming, or expecting to claim, a deduction for depletion 
and (or) depreciation of timber property (including plants, improvements 
and equipment used in connection therewith), shall keep accurate ledger 
accounts in which shall be charged the fair market value as of March 1, 
1913, or the cost, as the case may be, of (a) the property, and (b) the 
plants, improvements and equipment, together with such amounts subse- 
quently expended for the administration, protection, and other carrying 
charges, or development of the property or additions to plant and equip- 
ment as are not chargeable to current operating expenses. (See arts. 231 
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and 236.) In such accounts there shall be set up separately the quantity of 
timber, the quantity of land, and the quantity of other resources, if any, 
and a proper part of the total value or cost shall be allocated to each. (See 
art. 236.) These accounts shall be credited with the amount of the de- 
preciation and depletion deductions claimed and allowed each year, or the 
amount of the depreciation and depletion shall be credited to depletion and 
depreciation reserve accounts, to the end that when the sum of the credits 
for depletion and depreciation equals the value or cost of the property, plus 
the amount added thereto for administration, protection, and other carrying 
charges, or development or for additional plant and equipment, less salvage 
value of the physical property, no further deduction for depletion and de- 
preciation will be allowed. 


(T. D. 3078, October 13, 1920) 
Income tax—Decision of court 
Corporation excise and income taxes—Acts of August 5, 1909, and 
October 3, 1913 
1. Gross Income of Insurance Companies—Premium Receipts. 
The premium receipts of “every insurance company” by whatever name 
they are called are, unless specifically exempted by the terms of the taxing 
statutes in question, a part of such company’s gross income. 


2. Same—Premium Deposits. 

Premium deposits made in advance by members of a mutual insurance 
company to cover estimated losses and expenses are, so long as the payment 
thereof constitutes the consideration for contract of insurance, insurance pre- 
miums constituting gross income of the company. 


3. Same—Interest on Bank Balances and Profits from Investment of Pre- 
mium Deposits. 

Moneys received by way of interest upon bank balances and from invest- 
ment of such portion of premium deposits as are not currently required for 
the payment of losses and expenses are profits earned by an insurance com- 
pany subject to tax. 


4. Mutual 4 Insurance Companies—Corporation Coming Within Mean- 
ing of. 

A corporation, organized to insure its members, limited to jewelers and 
dealers in goods ordinarily in the jewelry trade against loss or damage by 
fire, theft, barraty, embezzlement and transportation, which requires each 
member to deposit in advance a definite sum sufficient to cover estimated 
losses and expenses for the ensuing year, the balance of such deposits being 
returned to members, is a mutual fire insurance company and subject to the 
taxes imposed by the acts of August 5, 1909, and October 3, 1913. ~ 

The appended decision, dated July 19, 1920, of the United States district 
court for the southern district of New York, on the cases of Jewelers 
Safety Fund Society v. Lowe, collector, and Jewelers Safety Fund Society 
v. Anderson, collector, is published for the information of interna] revenue 
officers and others concerned. 


District Court oF THE Unitep STATES FoR THE SOUTHERN DistTRICT OF 
New York 

Jewelers Safety Fund Society, plaintiff, v. John Z. Lowe, Jr., collector of 
internal revenue, defendant, and Jewelers Safety Fund Society, plain- 

tif, v. Charles W. Anderson, collector of internal revenue, defendant. 

Upon demurrer to the complaint on the ground that it does not state facts 

sufficient to constitute a cause of action 

Knox, District Judge: The premium receipts of “every insurance com- 
pany” are, unless specifically exempted by the terms of the taxing statutes 
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in question, a part of such company’s gross income, and, as such, are to be 
accounted for. (Penn Mutual Life Ins. Co. v. Lederer, No. 499, supreme 
court of the United States, decided April 19, 1920.) 

It makes no difference by what name the premiums are called so long 
as the payment thereof constitutes the consideration for the insurance con- 
tract. Now, that is precisely the function performed by the co-called de- 
posits made with the plaintiff company by the persons who enjoy the pro- 
tection of its policies. That such deposits are in excess of the probable cost 
of, and loss incident to, the risk of the insurance written by the company 
does not change the character of the payments. In other words, the 
deposits are at all times while in the possession of the company subject to 
application to its expenses and losses. That the entire sum may not be 
required for such purposes is but an incident of the nature of the company 
and its good fortune in not being subjected to unusual losses and the con- 
sequent depletion of the funds applicable to the payment thereof. If there 
were any doubt as to the nature of the deposit it should be resolved against 
the company by reason of the provisions of section G, subdivision (b), of 
the act of October 3, 1913. There, deposits, of the same nature as the 
deposits here made, are designed “premium deposits.” See also Union Ins. 
Co. v. Hoge (21 How., 35). 

I think it altogether clear that the plaintiff is not within any of the classes 
of companies and organizations which, under the taxing acts of 1909 and 
1913, enjoy entire freedom from liability to taxation. Unless, therefore, it 
may be held that under some portion of the statute of 1913 the plaintiff is 
the beneficiary of a partial immunity from taxation, it must be liable therefor 
upon its entire net income to be ascertained as the act declares. Taxation 
upon such basis would, however, considering the nature of plaintiff's organ- 
ization and its method of doing business (viz, the maintenance on hand of 
a large margin between estimated probable losses and those reasonably 
possible), result in a series of inconsistent and inequitable tax assessments, 
and in making exceptions as to the method of determining net income as to 
certain mutual insurance companies the congress proceeded with its legisla- 
tion along a very definite and logical line. We observe as a result the 
proviso contained in subdivision (b) of section G. 

Passing, now, to other sources of income possessed by the plaintiff, it is 
found that it receives money by way of interest upon bank deposits and 
from the investment of such portion of its premium deposits as are not 
currently required for losses and expenses. The yield thus accruing to the 
plaintiff ultimately reduces the cost of insurance to those holding policies. 
In other words, the company earns a profit by means of its management 
and control of the premium deposits. Such profit is subject to tax under 
the authority of Penn Mutual Insurance Co. v. Lederer, supra. Further- 
more, if the plaintiff is a mutual fire insurance company under subdivision 
(b) of the 1913 act, the yield, from bank balances and investments made, by 
the terms of such subdivision may be said to be specifically subject to tax. 

The plaintiff was chartered by a special act of the New York state 
legislature. Section 2 of the act of incorporation authorizes the society 
to insure manufacturers or importers of, and wholesale or retail dealers in, 
watches, * * * jewelry, diamonds, and similar articles against loss or 
damage thereto by any and all risks of fire, theft, barratry and embezzlement, 
and any and all risks of transportation by land or water. With this delega- 
tion of power I fail to see why the plaintiff is any less a mutual fire insur- 
ance company because of the fact that in addition to writing insurance upon 
the mutual plan against fire risks, it insures, likewise on the mutual plan, 
against the risk of theft, embezzlement, transportation and other hazards. 

It may be true, as suggested by counsel for plaintiff, that this society 
would not be described as a fire insurance corporation under the general 
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insurance law of the state; but I believe it may fairly be said that were the 
insured of this society not limited to jewelers and those dealing in goods 
ordinarily carried in the jewelry trade, the company might very properly 
be so described. Certainly it is no more inconsistent to call this company 
a mutual fire insurance corporation than it would be (as does the New York 
statute) to so call a company which, upon the mutual plan, insures not only 
against risks by fire but also against risks of lightning, windstorm, tornado, 
cyclone, earthquake, hail, frost or snow. 

I suppose that, generally speaking, life, fire and marine insurance are the 
most distinctive branches of indemnity underwriting. Practically all of 
such companies now insure against other hazards than death, fire and marine 
disaster, but the distinctive character of such companies is not altogether 
obliterated for that reason. I consequently am of opinion that when in 1913 
congress made a special proviso with respect to mutual fire insurance com- 
panies, its intent and purpose was quite sufficient to include the plaintiff 
company within such designation. 

Reaching, as I do, the aforementioned conclusion, it follows that after 
taking advantage of all deductions from gross income which the law permits 
the plaintiff, there still remained to the plaintiff for the years 1912, 1913. 
1914 and 1915, under the statutes then in force, an amount of gross income 
subject to taxation. 

The demurrer to each of the complaints will be sustained. 


(T. D. 3080, October 19, 1920) 
Income tax—Excess profits taxes—Decision of court 


1. Partnership—Single Trade or Business. 

In determining liability under section 209 of the act of October 3, 1917, 
income derived from a single timber-land deal by a partnership, whose 
principal business is dealing in lumber, cannot, by reason of section 201 of 
the act, be considered and treated separate and apart from other partnership 
income or profits. 


2. “Invested Capital” Defined. 

The term “invested capital,” as used in section 209 of the act of October 
3, 1917, includes all working capital consisting of money or property em- 
ployed in the business or for its benefit, and furnished or paid in by one or 
more of the partners. 


3. Partnership—Rate of Assessment Where Having Invested Capital. 

Where, during the year 1917, a partnership had invested capital, as above 
defined, more than nominal in amount, excess profits taxes upon its income 
could not be assessed at the lower rate provided by section 209 of the act of 
October 3, 1917. 


4. Partnership—Objeétion to Method of Determining Invested Capital. 


A partnership which had invested capital more than nominal in amount 
cannot complain of regulations promulgated or of the method employed in 
determining the amount of such capital, where the arbitrary or supposititious 
invested capital fixed upon was larger in amount than the invested capital 
actually possessed and employed, and the taxes imposed were correspondingly 
diminished. 

5. Partnership—Brokers. 

Members of a partnership who are paid neither a salary nor commissions 
for their services, but who buy and sell lumber and undertake and assume 
all the risks and enjoy all the benefits of a merchandising business, employing 
a large amount of capital, are not brokers. 
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6. Partnership—Property Pledged as Collateral Security as Part of In- 
vested Capital. 

Property of member of partnership deposited with bank and pledged as 
collateral security for the repayment of a loan by or for the benefit of the 
partnership in pursuance of the articles of partnership is part of the invested 
capital of such partnership. 

The appended decision of the district court of the United States for the 
western district of Michigan, southern division, in the case of Cartier- 
Holland Lumber Co., a partnership, v. Doyle, collector, rendered August 7, 
1920, is published not as a ruling but for the information of internal revenue 
officers and others concerned. 


District Court oF THE Unitep States, WESTERN District oF MICHIGAN, 
SouTHERN Division 


Charles E. Cartier and Edward M. Holland, copartners, doing business under 
the firm name and style of Cartier-Holland Lumber Co., plaintiffs, v. 
Emanuel J. Doyle, collector, defendant. 


Sessions, District Judge: Cartier-Holland Lumber Co. is a partnership, 
composed of Charles E. Cartier and Edward M. Holland, engaged in the 
business of buying, selling and dealing in timber, lumber and other forest 
products. The net income or profits of the firm during the taxable year 1917 
amounted to $47,018. Of this sum, $20,353 resulted from an isolated sale 
of timbered land and the balance from the regular or customary lumber 
business of the partnership. The company has never owned any lands, 
timber, plant, mill or yard, and has never done any manufacturing or car- 
ried any stock of manufactured lumber. Its principal business consisted of 
buying lumber from manufacturers and reselling the same to its own cus- 
tomers. The business was conducted by the partners personally, with the 
assistance of a small cderical office force, one bookkeeper and two stenog- 
raphers. Sirce its organization in 1912, the firm has at all times been a 
heavy borrower of money. According to its books, on January 1, 1917, the 
company’s indebtedness to banks for borrowed money was the sum of 
$36,300, and its other indebtedness, presumably for lumber purchased, 
amounted to $12,309.22, making a total indebtedness of $48,609.22; its 
accounts and bills receivable, probably representing lumber sold, aggregated 
$39,281.72, and its other assets, including petty cash, office furniture, in- 
surance paid, and cash in bank, amounted to the sum of $2,108.65, making 
a total of assets of $41,390.37. In other words, at the beginning of the tax- 
able year, the liabilities of the firm exceeded its assets by the sum of 
$7,218.85. The account of each member of the firm was then several 
thousand dollars overdrawn. At the end of the year 1917, the firm assets 
exceeded its liabilities by nearly $14,000, which consisted entirely of profits 
made during the taxable year. 

Plaintiff's articles of agreement of copartnership contained the following 
provision : 

The paid-in capital of the partnership is to be thirty thousand dollars 
($30,000), all or any portion of which amount is to be furnished to the 
partnership by above named Charles E. Cartier, as the requirements of the 
partnership appear, and upon the note or notes of such partnership; such 
note or notes not to be made transferable nor made items of record. Such 
notes are to be paid at the earliest practicable opportunity out of the net 
earnings of the partnership business, and to bear legal rate of interest. 

For a time, in carrying out this provision of the partnership agreement, 
plaintiff Cartier borrowed money from the banks upon his own note secured 
by collateral and furnished the same to the company. Later, and probably 
hefore January 1, 1917, the agreement was modified and working capital 
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was obtained by borrowing money from banks upon firm notes, indorsed by 
both members of the firm and secured by collateral furnished by Cartier, 
the property so pledged as collateral security in all cases and at all times 
being of greater value than the face of the notes. This method was pursued 
during the entire year 1917. 

Plaintiffs, as copartners, made due return of net income of $47,018 for 
the year 1917, and voluntarily paid an excess profits tax, computed at 8%, 
in accordance with the provisions of section 209 of Title II of the act of 
October 3, 1917, and amounting to $3,761.44. Apparently, their right to a 
deduction of $6,000 from the income before computing the tax was inad- 
vertently overlooked. Thereafter the commissioner of internal revenue, 
claiming that plaintiffs were not entitled to the benefit of the provisions of 
section 209 of the act of October 3, 1917, but were taxable under the pro- 
visions of sections 201 and 210 of that act, assessed against them an addi- 
tional excess profits tax for 1917 amounting to $9,027.46. Plaintiffs paid 
the additional tax under protest and have brought this suit for its recovery. 

The conclusions reached upon questions of law involved in this case may 
be thus summarized: 

1. Plaintiff's contention that, in the assessment of excess profits taxes, 
the income derived from the single timber-land deal, amounting to the sum 
of $20,353, must be considered and treated by itself and separate and apart 
from other partnership income or profits is negatived, in express terms, by 
the statute here under consideration : 

For the purpose of this title every corporation or partnership not ex- 
empt under the provisions of this section shall be deemed to be engaged in 
business, and all the trades and business in which it is engaged shall be 
treated as a single trade or business, and all its income from whatever source 
shall be deemed to be received from such trade or business. 

(Confessedly the company’s principal business was dealing in lumber, and 
under this statute its entire income must be attributed to that business.) 

2. If during the year 1917 Cartier-Holland Lumber Company had in- 
vested capital, within the purview and meaning of that term as employed in 
the statute, more than nominal in amount, excess profits taxes upon its 
income could not be assessed under the provisions of section 209 of the 
statute, and if the amount of such invested capital could not be satisfactorily 
determined, excess profits taxes must have been assessed under sections 
201 and 210 in accordance with proper regulations prescribed by the com- 
missioner of internal revenue. If the lumber company had invested capital 
more than nominal in amount, plaintiffs are not in a position to complain of 
the regulations promulgated or of the method emplOyed in determining the 
amount of the firm’s invested capital which forms the basis of the computa- 
tion of the taxes, because under the undisputed evidence the arbitrary or 
suppositious invested capital fixed upon was larger in amount than the 
invested capital actually possessed and employed, and the taxes imposed 
were correspondingly diminished. These taxes are assessed upon percentages 
of income to invested capital. The larger the capital the smaller the 
percentage and resulting tax. 

3. Plaintiffs are not brokers within any accepted definition of that term. 
They are paid neither a salary nor commissions for their services. They 
buy and sell lumber and undertake and assume all the risks and enjoy all 
the benefits of a merchandising business. They employ a large amount of 
capital; their income is dependent upon their personal services and efforts 
only in the same way and to the same extent that the farmer who works 
his own farm or the merchant who conducts his own store derives his 
income from his individual endeavors. 

4. The rights of these parties cannot be made to depend upon non- 
statutory classifications, regulations or definitions. The statute applies to 
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all trades and businesses without regard to their class or character. While 
in doubtful cases departmental regulations may be an aid in construction 
and interpretation, they can neither add to nor substract from plain con- 
gressional enactments. In this instance differences in the meaning of the 
terms “invested capital” and “capital” are wholly immaterial. If Cartier- 
Holland Lumber Company had any invested capital, it was substantial and 
not merely nominal, and plaintiffs must fail. On the other hand, if the 
company had no invested capital, plaintiffs are entitled to recover, regardless 
of the amount of its borrowed or other non-invested capital, 

That the partnership was doing business upon borrowed money is beyond 
dispute, and that invested capital does not include borrowed money is settled 
by the express terms of the statute, but it by no means follows that plain- 
tiffs are right in their contentions. The term “invested capital” as here 
used includes all working capital, consisting of money or property employed 
in the business or for its benefit and furnished or “paid in” by one or more 
of the partners. Applying this test, it is clear that this partnership had 
invested capital within the purview and meaning of the statute. In the 
determination of this question, money borrowed from banks or individuals 
other than members of the firm and solely upon the credit of the firm must 
be excluded and may not be considered; and, for the purpose of this de- 
cision, it is unnecessary to determine whether, as claimed by counsel for 
defendant, money borrowed upon the notes of the firm, indorsed by the 
individual partners, and largely, if not wholly, upon the credit of the latter, 
is to be deemed invested capital of the partnership. If the original partner- 
ship agreement had been carried out and performed, it would not be claimed 
that the moneys paid in and furnished by plaintiff Cartier, in accordance 
with its terms, would not constitute invested capital of the firm, without 
regard to the manner in which or the source from which such moneys were 
obtained by him. The method or plan adopted and used in 1917 was a 
change in form rather than in substance. The evidence shows conclusively 
that for every dollar of money borrowed from the bank property of one of 
the members of this firm exceeding in value the amount of the loans was 
deposited with the bank and pledged as collateral security for the repay- 
ment of such borrowed money. The property so furnished and pledged 
became a part of the working capital, and was used and employed in the 
business of the company to the same extent as if it had been paid directly 
into the firm treasury. 

Judgment will be entered for defendant, with costs of suit to be taxed. 


(T. D. 3082, October 20, 1920) 
_ Income tax 
Gross income defined—Inclusions—Article 42, regulations No. 45, amended 


Article 42 of regulations No. 45 is hereby amended to read as follows: 

Art. 42. Sale of personal property on instalment plan.—Dealers in per- 
sonal property ordinarily sell either for cash or on the personal credit of the 
buyer or on the instalment plan. Occasionally a fourth type of sale is met 
with, in which the buyer makes an initial payment of such a substantial 
nature (for example, a payment of more than 25%) that the sale, though 
involving deferred payments, is not one on the instalment plan. In sales on 
personal credit, and in the substantial payment type just mentioned, obliga- 
tions of purchasers are to be regarded as the equivalent of cash, but a dif- 
ferent rule applies to sales on the instalment plan. Dealers in personal 
property who sell on the instalment plan usually adopt one of four ways 
of protecting themselves in case of default: (a) through an agreement that 
title is to remain in the seller until the buyer has completely performed his 
part of the transaction; (b) by a form of contract in which title is con- 
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veyed to the purchaser immediately, but subject to a lien for the unpaid 
portion of the purchase price; (c) by a present transfer of title to the 
purchaser, who at the same time executes a reconveyance in the form of a 
chattel mortgage to the seller; or (d) by conveyance to a trustee pending 
performance of the contract and subject to its provisions. The general 
purpose and effect being the same in all of these plans, it is desirable that a 
uniformly applicable rule be established. The rule prescribed is that in the 
sale or contract for sale of personal property on the instalment plan, whether 
or not title remains in the vendor until the property is fully paid for, the 
income to be returned by the vendor will be that proportion of each in- 
stalment payment which the gross profit to be realized when the property 
is paid for bears to the gross contract price. Such income may be ascer- 
tained by taking as profit that proportion of the total cash collections re- 
ceived in the taxable year from instalment sales (such collections being 
allocated to the year against the sales of which they apply), which the annual 
gross profit to be realized on the total instalment sales made during each 
year bears to the gross contract price of all such sales made during that 
respective year. In any case where the gross profit to be realized on a sale 
or contract for sale of personal property has been reported as income for 
the year in which the transaction occurred, and a change is made to the 
instalment plan of computing net income, no part of any instalment pay- 
ment received subsequently to the change, representing income previously 
reported on account of such transaction, should be reported as income for 
the year in which the instalment payment is received; the intent and purpose 
of this provision is that where the entire profit from instalment sales has 
been included in gross income for the year in which the sale was made, no 
part of the instalment payments received subsequently on account of such 
previous sales shall again be subject to tax for the year or years in which 
received. Where the taxpayer makes a change to this method of computing 
net income his balance-sheet should be adjusted conformably. If for any 
reason the vendee defaults in any of his instalment payments, and the 
vendor repossesses the property, the entire amount received on instalment 
payments, less the profit already returned, will be income of the vendor 
for the year in which the property was repossessed, and the property re- 
possessed must be included in the inventory at its original cost to himself, 
less proper allowance for damage and use, if any. If the vendor chooses as 
a matter of consistent practice to treat the obligations of purchasers as the 
equivalent of cash, such a course is permissible. 


(T. D. 368, November 6, 1920) 
Income tax—Opinion of Attorney General 


Allowance for depletion in case of discovery by the taxpayer subsequent to 
March 1, 1913—Apportionment between lessor and lessee 


1. The deduction for depletion in the case of mines, oil and gas wells, 
as the result of discovery on or after March 1, 1913, is allowed only to the 
party or parties in possession at the time of the discovery, and not to sub- 
sequent purchasers. 

2. The value which may be set up in the case of the discovery of mines, 
oil and gas wells, pursuant to the second proviso of section 234 (a) (@), 
revenue act of 1918, to be depleted in accordance with such reasonable rules 
and regulations as the commissioner ef internal revenue and the secretary of 
the treasury may prescribe according to the peculiar conditions in each case, 
is, in the case of a lease, to be equitably apportioned between the lessor and 
the lessee, 

The following opinion, rendered by the acting attorney general, under 
date of October 29, 1920, relative to the right of a lessor to share in the 
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depletion allowed in the case of mines, oil and gas wells, as the result of 
discovery on or after March 1, 1913, is published in full for your informa- 
tion and guidance: 


DEPARTMENT OF JUSTICE 
WasHIncTon, October 29, 1920. 


Dear Mr. Secretary: This will acknowledge receipt of your letter of 
October 9, 1920, submitting for my opinion the question “whether the value 
which may be set up in the case of the discovery of mines, oil or gas wells, 
pursuant to the second proviso of section 234 (a) (9), to be depleted in 
accordance with such reasonable rules and regulations as the commissioner 
and the secretary may make according to the peculiar conditions in each 
oa requires that the lessor be permitted a portion of such discovery 
value. 

Section 234 (a) (9) of the act of February 24, 1919, provides: 

(a) That in computing the net income of a corporation subject to the 
tax imposed by section 230 there shall be allowed as deductions: 

(9) In the case of mines, oil and gas wells, other natural deposits, and 
timber, a reasonable allowance for depletion and for depreciation of improve- 
ments according to the peculiar conditions in each case, based upon cost, 
including cost of development not otherwise deducted: provided, That in 
the case of such properties acquired prior to March 1, 1913, the fair market 
value of the property (or the taxpayer’s interest therein) on that date shall 
be taken in lieu of cost up to that date: provided, further, That in the case 
of mines, oil and gas wells, discovered by the taxpayer on or after March 1, 
1913, and not acquired as the result of purchase of a proven tract or lease, 
where the fair market value of the property is materially disproportionate 
to the cost, the depletion allowance shall be based upon the fair market 
value of the property at the date of the discovery, or within thirty days 
thereafter; such reasonable allowance in all the above cases to be made 
under rules and regulations to be prescribed by the commissioner, with the 
approval of the secretary. In the case of leases the deductions allowed by 
this paragraph shall be equitably apportioned between the lessor and lessee. 

This section is properly divisible into two parts; the first part, compris- 
ing all but the last sentence thereof, deals exclusively with the establishment 
of a basis for the determination of allowance for depletion, and the second, 
contained in the last sentence alone, apportions the allowance, when same 
shall have been determined, between the lessor and the lessee in case of 
leases, 

The bases for allowances provided for in part 1 are: 

(1) Where the property was acquired after March 1, 1913, as the result — 
of purchase of a proven tract or lease, the cost, including cost of develop- 
ment not otherwise deducted, is determinative of the amount of the al- 
lowance. 

(2) Where the property was acquired prior to March 1, 1913, as the 
result of the purchase of a proven tract or lease, the fair market value 
on March 1, 1913, is to be taken as the basis of the allowance for depletion, 
in lieu of cost up to that date. 

(3) Where the property was at the time of its acquisition unproven, 
and discovery was made thereon after March 1, 1913, the allowance is to be 
determined by the fair market value at the date of discovery or within 30 
days thereafter, provided that the discovery was made by the party, or 
parties, in possession (the taxpayer). 

I take it that the phrase “discovered by the taxpayer” must be read with 
the phrase “and not acquired as the result of purchase of a proven tract 
or lease”; and taken together they mean that if a discovery is made after 
March 1, 1913, upon an unproven tract, acquired either before or after that 
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date, the allowance is to be determined by the discovery value only where 
the discovery was made by the party or parties in possession; that is, only 
when no transfers of the tract or lease have intervened between the date of 
the discovery and the incidence of the tax. In other words, if A, either 
owning or leasing a property, makes discovery thereon after March 1, 1913. 
and continues in possession, then the allowance for depletion is to be based 
upon the discovery value; but if after discovery made the property is trans- 
ferred to B, then the cost is determinative of the allowance to B, since 
there is “acquisition after March 1, 1913, as the result of purchase of a 
proven tract or lease.” 

By “discovered by the taxpayer on or after March 1, 1913, and not 
acquired as the result of purchase of a proven tract or lease,” congress 
intended to provide a basis for determination of what should be the de- 
pletion allowance, and did not attempt to determine, as between a lessee 
and a lessor, which of them should be entitled to the allowance for dis- 
covery value. That is provided for in the last sentence of the section, 
which says that “In the case of leases the deductions allowed by this para- 
graph shall be equitably apportioned between the lessor and lessee.” Such 
interpretation gives effect to all the language of the section, and brings 
all parts of it into accord; and under the general rules of construction such 
interpretation should be adopted in preference to an interpretation which 
results in repugnance. To hold that by the language “discoverd by the 
taxpayer” congress intended to give the discovery allowance to the actual 
discoverer, and to deny the lessor any part of such allowance on the theory 
that the lessee is usually the discoverer, would be repugnant to language 
of the latter portion of the section, which in the case of leases equitably 
apportions the allowance between lessor and lessee. 

My conclusion, therefore, is that “the value which may be set up in the 
case of the discovery of mines, oil or gas wells, pursuant to the second 
proviso of section 234 (a) (9), to be depleted in accordance with such 
reasonable rules and regulations as the commissioner and the secretary may 
make according to the peculiar conditions in each case,” requires that the 
lessor be permitted a portion of such discovery value. 

Respectfully, 
Ww, L. Frierson, Acting Attorney General. 
Hon. Davin F. Houston, 
Secretary of the Treasury. 
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DecerTivE AVERAGES 
Editor, Students’ Department: 

Sir: Will you please advise me in regard to the following accounting 
principle? In the “retail inventory system,” as used in many department 
stores, the “inventory at cost” at the end of any month is arrived at by 
multiplying the amount of the retail inventory at the same date by 100% 
minus the average per cent of mark-up for all periods to date. In other 
words, inventory at cost at February 28, 1920 = retail inventory at Febru- 
ary 28, 1920 X (100% minus per cent of mark-up for 2 months to February 
28, 1920). By “retail inventory” is meant the value of the goods on hand 
at selling prices. 

To illustrate, assume that the retail inventory at February 28, 1920, is 
$5,340.00, and that the per cent of mark-up to February 28, 1920, is 45.65%. 
Then cost of inventory at February 28, 1920, is $5,340.00 « (100% — 
45.65% ), or $5,340.00 X 54.35%, or $2,902.20. 

Does the above method of figuring inventory at cost presume to give 
accurate results, or does it operate to deceive in the manner that averaging 
does as indicated in the article in THe JouRNAL or AccouNTANCY for the 
month of September, 1919, page 237? If you take a carpet department 
where the unsold items of the inventory can be identified it will not prove 
out. 

Yours truly, 
San Francisco. S 

Averages are very likely to be deceptive, and it seems probable that the 
method of approximating the cost of an inventory, as indicated in your 
letter, would produce inaccurate results practically every time. The reason 
is that with different quantities priced at different rates of write-up, you 
have a problem in weighted averages, with different weightings for goods 
purchased, goods sold and goods still in the inventory, because the goods 
marked at different rates of write-up are purchased, sold and on hand in 
varying ratios. It is probable that the concern attempting to use this 
method of approximating the inventory ignores the principle of weighting 
altogether and attempts to apply a simple average rate of write-up. 

To illustrate the error which this will produce, let us assume that 500 
articles are written up 20% of the selling price. That is, the 500 articles 
cost 80% and are priced to sell at 100%. Two articles of another class are 
written up 10%. That is, they cost 90% and are priced to sell at 100%. 
Thus we have two rates of write-up: 20% and 10%. The average of these 
two rates is 15%, and 100% — 15% == 85%. Now let us assume that at 
the end of the month one-half of the goods of each class has been sold, the 
other half remaining in the inventory. By applying the average rate we 
would value the 250 articles of the first class at 85%, although they cost 
only 80% ; and we would value the one article of the second class at 85%, 
although it cost 90%. Clearly, the articles of the first group are consider- 
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aBly over-valued, and the remaining article of the second group is con- 
siderably undervalued. It is almost certain that the over-valuation of one 
group will not offset the under-valuation of the other group, with the result 
that the inventory will be either over-valued or under-valued. 

This may be made clearer by using an illustration with figures represent- 
ing dollar values instead of per cents. Assume, therefore, the following 
facts: 

Number Selling price Selling price 


Class Purchased Each Total Write-up Cost 
A. 500 $200.00 $100,000.00 30% $70,009.00 
cates 100 150.00 15,000.00 20 12,000.00 
C ate 4 100.00 400.00 10 360.00 
Simple average of rates of write-up.................. 20 


Now, assuming that one-half of the goods of each class has been sold, the 
attempted approximation of the cost of the inventory would be made in the 
following manner and with the following incorrect results : 


Number Selling price Selling price 
Class on hand each total 
250 $200.00 $50,000.00 
2 100.00 200.00 
Multiply by (100% — 20%) 80% 


But the true cost of the inventory is as follows: 
Cost of one-half of 


Class Cost of purchases purchases—in inventory 
12,000.00 6,000.00 

This discrepancy may be accounted for in detail as follows: 
Estimated cost = 80% Over-valuation 

Class of selling price True cost Under-valuation* 

$40,000.00 $35,000.00 $5,000.00 

© .. 160.00 180.00 20.00* 
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The error is due to the use of the simple average rate of write-up, 20%, 
which really applies to the goods of Class B only, and it applies to that 
class because the average rate happens to be the actual rate of write-up 
for goods of that class. The use of a weighted average rate of mark-up 
would produce more accurate results. Such a rate could be computed as 
follows: 


Class Total cost Total marked selling price 
12,000.00 15,000.00 

$82,360.00 $115,400.00 

Deduct cost .........+ 82,360.00 

Total write-up ........... $33,040.00 


Then 33,040.00 -— 115,400.00 = 28.63085%, rate of mark-up. 
The rate would then be applied to the approximation of the inventory 
as follows: 


Total inventory at selling price (as above)...... $57,700.0C 
Multiply by 100% — 71.36015% 


This is the true cost, but it would be misleading to leave the impression 
that true cost could always be computed in this manner. It happens to be 
the true cost in this case because in addition to using a weighted average 
rate, which is a matter of principle, the sales were in the same ratio as the 
purchases. Exactly one-half of the goods of each class was sold—this is 
a matter of chance and would rarely be a fact. Therefore, even the use 
of a weighted average of the rates of write-up would rarely result in a 
correct calculation of the inventory, as may be seen from the following 
continuation of the illustration, the inventory being no longer in the same 
ratio as the purchases: 


Approximation of inventory by proposed method 


Units in Selling Total 

Class inventory price each selling price 

I 100.00 100,00 
Total inventory at selling prices................... $23,600.00 
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Computation of true cost of inventory 


Units in 
Class inventory Cost each Total cost 
50 $140.00 $ 7,000.00 


These illustrations indicate that, unless a weighted average rate or 
write-up is used, and unless the sales of all classes of goods are in the same 
ratio as the purchases of all classes, so as to make the ratio of realized 
gross profit the same as the ratio of write-up, this method of approximation 
will not produce accurate results. 


Common Stock WirHout Par VALUE 
Editor, Students’ Department: 

Sir: If consistent, I would appreciate an answer to the following: 

A company is organized as a holding company, its capital stock in two 
classes: preferred and common without par value. The preferred, par 
$100.00, is sold for $80.00 with a bonus of two shares common. The com- 
pany’s only asset is the cash realized from these sales. 

It now purchases the stock of another company, giving cash and a block 
of the common stock. Will you kindly outline the entries to record the 
above on the books of the holding company, and state at what value the 
common stock should be shown as issued? 

Yours truly, 
Chicago. J. 

As to the issue of preferred stock at 80 with a bonus of common stock 
without par value, the preferred stock should be credited at par, cash debited 
for the 80 and discount on preferred stock debited for the 20. Nothing was 
received for the common stock, hence no credit can be made in the capital 
stock common account. The account with stock without par value should 
be credited with only those amounts actually paid in on the stock, and with 
any surplus transformed into fixed capital by action of the directors, such 
action being analogous to the declaration of a stock dividend, 

The difficult question arises in states, such as Illinois, which require that 
a minimum amount, $5.00 per share in Illinois, shall be paid for common 
stock without par value. It is difficult to see how a transaction such as the 
one outlined in the letter could be carried out legally in such a state. It 
would seem that giving the common stock as a bonus would be a direct 
violation of the law. Possibly the difficulty might be avoided by the subter- 
fuge of taking subscriptions to the common stock at $5.00 per share and 
subscriptions to the preferred stock at $70.00 per share. The subscriber 
would thus pay $80.00 for his one share of preferred and two shares of 
common as before. In that case discount on preferred stock would be 
debited with $30.00; the issue of the common stock would be recorded by a 
debit to cash and a credit to capital stock common at $5.00 per share. 

If the law of the state in which the corporation is organized permits the 
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issue of common stock as a bonus, the balance-sheet would not show any 
value for the common stock until profits gave it a value. But the balance- 
sheet should show the number of common shares issued, and therefore a 
capital stock common account should be opened and memorandums made 
therein, stating the number of shares authorized and the number issued, but 
no values would be entered in the money columns. 

As to the purchase of the subsidiary stock, the contract for the purchase 
should stipulate the value of the stock acquired. The difference between this 
agreed value and the cash given would be credited to the capital stock 
common account. Unless the value of the subsidiary stock is agreed to, it 
is difficult to see how the proper credit to the capital stock common ac- 
count could be determined. The proper credit is the amount actually paid in 
for the stock, and if the property paid in is not valued there is no way of 
valuing the common stock when it has no book value. 


SINKING FuNpD COoNTRIRUTIONS 
Editor, Students’ Department: 


Sir: The writer, in going through the late Charles E, Sprague’s Ac- 
countancy of Investment, came upon the following problem on page 185: 

“On July 1, 1914, a company decides to accumulate a sinking fund of 
$100,000.00 by July 1, 1921, assuming that interest on the fund will be at the 
rate of 4% per annum. It is expected that annual contributions to the fund 
of $12,000.00 each will be made on July 1, 1917, 1918, 1919, 1920 and 1921. 
Find the two equal contributions required at July 1, 1915 and 1916, in order 
that the seven contributions, with accumulated interest, may amount to 
$100,000.00.” 

On the next page, Professor Sprague gives the answer as $14,103.35, but 
does not show how he obtains these figures. On page 184, a footnote states 
that these problems are in connection with the text of chapter VII, but the 
writer could not find any theory there covering this sort of problem. 

I shall feel greatly obliged to you if you would explain how this answer 
is obtained. 

Yours truly, 
Chicago. H. N. H. 


The last five payments are an annuity, because they are equal in amount 
and are contributed at equal intervals. An annuity table shows that the 
amount of an annuity of $1.00 for five periods at 4% is $5.416323. The five 
payments of $12,000.00 each will therefore amount to $5.416323 X $12,000, 
or $64,905.88. The first two payments will have to produce the remainder 
of the fund, or $35,004.12. 

An interest table shows that the amount of $1.00 at 4% compound in- 
terest at the end of 6 pcriods is $1.265319, and that the amount at the end 
of § periods is $1.216653. 


Then $1.00 invested July 1, 1915, will amount to.... $1.265319 
And $1.00 invested July 1, 1916, will amount to.... 1.216653 
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Hence $35,004.12 + 2.481972 = $14,103.35, the amount of the two equal 
contributions to be made at July 1, 1915, and July 1, 1916. 


CHANGING From Stock WitH Par VaLveE 10 No-par Stock 
Editor, Students’ Department: 


Sir: A corporation, having the following capital and surplus accounts, 
changes from a par to a non-par value: 


Preferred stock: 1,400,000 shares @ $5.00....... $ 7,000,000,00 
Common stock: 3,600,000 shares @ $5.00........ 18,000,000.00 
Surplus: 
Capital surplus, from premium on share sold. —_2,500,000,00 


The common stock of $5.00 par value is to be exchanged for non-par 
value stock at the rate of five shares of the old for one share of the new. 
The argument has been advanced that the liability to set against the 720,000 
shares of non-par value stock would be the par value of the old common 
stock plus the entire surplus, or $30,500,000.00. I hold that the new stock 
should be capitalized at the figure which represents its consideration, i. ¢.. 
the retirement of the par value stock carried on the books at $18,000,000.00. 
I do not see any advantage or necessity of closing the surplus account into 
capital account, as, by the very nature of the non-par plan, each share 
represents its aliquot part of the excess of assets over liabilities. It is my 
belief that the balance-sheet should reflect the new capital and surplus items 
in the following form: 


Capital : 
7% cumulative, convertible preferred stock, 
1,400,000 shares @ $5.00 each.............. $ 7,000,000.00 
Balance represented by common stock, 720,000 
shares without par value................... 18,000,000.00 


Will you kindly give your views on the subject? 
Yours truly, 

Tulsa, Oklahoma. H. E. M. 

Assuming that the preferred stockholders have no claims against the 
surplus on account of dividends in arrears, the question as to whether the 
no-par value capital stock account should be credited with the par of the 
stock retired or with the par of that stock plus the surplus depends entirely 
upon the action of the directors. If they take no specific action covering 
the point, the credit should be for the par of the retired stock only. This 
is because of the probability that the courts will consider that surplus trans- 
ferred to the capital stock account by action of the directors is equivalent 
to a stock dividend and is not available thereafter for cash dividends. So 
far as I know the courts have not yet decided this point, but until they do 
it would be a wise precaution to avoid any action which may be construed 
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into tying up surplus into fixed capital unless it is the desire of the directors 
to do so. 

The account with no par value stock should be credited with the amount 
paid to the corporation for the common stock. The surplus account will 
then represent earnings. If the original common stock was issued at a pre- 
mium this was virtually a part of the payment made by the holders of the 
no-par common stock as a contribution to the capital of the company, and 
on the theory that the no-par value capital stock account should be credited 
with what is paid in by the common stockholders, it would be logical to credit 
the capital stock account with such a portion of the capital surplus account 
as represents premiums paid on the original issue of common stock. 

This case should be distinguished from the organization of a new cor- 
poration with no-par value stock for the purpose of buying the assets of 
an existing corporation with par-value stock. If the no-par value stock 
is given to the old corporation for its net assets, the value of these net assets 
determines the value of the no-par stock, and the total amount should be 
credited to the capital stock account. 


SALES CANCELLATIONS AND RE-SALES 


Editor, Students’ Department: 

Str: Will you please advise me the correct way of handling re-sales 
made by salesmen after the goods have been charged to the account of one 
customer, but delivered by salesmen at destination to another customer. 

Yours truly, 
New Orleans. 


Presumably the order was canceled by the first customer, and the entry for 
the sale should be reversed. The charge should be made to sales account 
and not to sales returns and allowances, because the cancellation is different 
in nature from a return or allowance adjustment and because the sales ac- 
count would otherwise contain a duplication of sales. The sale to the new 
customer can then be put through the books in the customary manner. 


INVENTORY RESERVE 


Editor, Students’ Department: 

Str: I should like to have your idea as to the value of an account called 
“reserve for depreciation of merchandise,” which is used in the following 
manner : 

In a department store, at the end of every fiscal year, a certain amount, 
between 4% and 5% of the inventory, is set aside from the profits and 
credited to the account of reserve for depreciation of merchandise. The 
inventory has always been taken, they tell me, at cost, which in this time 
is lower than the market prices, and those articles that are old or damaged in 
any way are taken at less than cost, in proportion to the damage. 

During the last three years this policy has been followed, and the store 
has now an amount of nearly 15% of the merchandise on hand in this 
account of depreciation. When making a balance-sheet it has been the 
custom to deduct this reserve from the total amount of the inventory in 
the balance-sheet itself, and the difference is what is added to the current 
assets. Now, I would like to know the following: 

1. Whether it is proper to deduct a reserve for depreciation from the 
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inventory if the inventory is taken at cost less the damaged goods. 

2. Whether, the reserve having been made, it is not better to call it 
“reserve for working capital,” or “reserve for possible changes in prices,’ 
or just to add it to the regular reserve fund for contingencies and consider 
it in any way as a surplus account. 

3. If the reserve is treated as up to now; that is, calling it depreciation 
and deducting it from the inventories, how is it considered by banks—as a 
surplus or as any other depreciation reserve like the one provided for the 
wear and tear of furniture and fixtures? 


Any assistance you may give me in this matter will be much appreciated. 

Panama R. P. G. G. S. 

1. It does not seem proper to deduct a reserve for depreciation from 
merchandise inventories if they are priced at cost when that is lower than 
market, particularly when the inventory itself is written down on account. 
of damage which has already made itself apparent in the goods. If the 
goods are invariably priced at cost, regardless of whether that is higher or 
lower than market, there would be a justification for the reserve to reduce 
the value to market when that is lower than cost, and it would be a proper 
deduction from the inventory on the balance-sheet. In that case, also, the 
charge required to set up the reserve would be properly made to the profit 
and loss account, since the drop to a lower market price is an element com- 
monly taken into consideration in computing the operating profits for the 
year. 

But this appears to be a reserve to provide for the contingency of future 
deterioration. That being the case, it does not seem proper to deduct the 
reserve from the inventory, as the result is an under-statement of the present 
value of the merchandise. In such a reserve the three following points 
should be borne in mind: 

(a) The reserve should not be cumulative. Some reserves are cumula- 
tive, such as those for depreciation of fixed assets. Others are temporary 
only, such as the reserve for bad debts. A reserve set up against an inven- 
tory applies to that inventory alone and must be dropped when a new 
inventory is taken. An illustration may clarify this. If the inventory at 
December 31, 1917, is $100,000.00, a 5% reserve against this inventory would 
have a credit of $5,000.00. If, at December 31, 1918, the inventory is only 
£80,000,00, the reserve should be reduced to $4,000.00. At December 31, 1919, 
if the inventory is $120,000.00, the reserve should be raised to $6,000.00. 
Thus, the reserve is always 5% of the inventory when the books are closed. 
This is the only logical way, because there is no possible reason on Decem- 
ber 31, 1919, for having a reserve which is the accumulation of $5,000.00 at 
the end of 1917, $4,000.00 at the end of 1918 and $6,000.00 at the end of 1919. 

(b) The reserve should be set up by a charge to surplus and not to 
profit and loss. If the inventory is priced at cost or market, whichever is 
lower, and if accrued deterioration is allowed for in valuing the goods, all 
elements affecting the current operations of the period will thereby have 
been taken into consideration. Any further provision for future losses 
should be treated as an appropriation of surplus for purposes of conserva- 
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tism. Increases or decreases in the reserve, caused by changes in the amount 
of the inventory, should therefore be adjusted through surplus account at 
the end of the period. 

(c) On the balance-sheet, the reserve should be so placed as to be 
easily recognized as an appropriation of surplus as a conservative provision 
for losses which may possibly occur instead of as a deduction from an asset 
on account of losses which have already taken place. 

2. It would be improper to call the reserve a reserve for working capital 
or a reserve for possible changes in prices, since the reserve is not set up 
for either of those purposes. It is a reserve for contingencies, but the use 
of the term “reserve fund” is to be avoided, because a fund is supposed to 
be an asset. 

3. If the reserve is treated as a deduction from the inventory and called 
a reserve for depreciation, I do not think you could blame a bank for con- 
sidering it as a proper deduction from the inventory in ascertaining the true 
value thereof, 

RESERVES AND SURPLUS 
Editor, Students’ Department: 


Str: The Z Corporation decides to take over the X Corporation, issuing 
for the asset values acquired capital stock in the amount of $600,000.00, 
which represents all of the stock of the Z Corporation. This is common 
stock and has a par value of $100.00. The statement presented by the X 
Corporation is in summary form as follows: 


X Corporation 


Reserve for depreciation. 40,000.00 

Reserve for additions.... 60,000.00 

300,000.00 

$700,000.00 $700,000.00 


Certain accounts receivable appear on the books amounting to $100,000.00, 
which the X Corporation guarantees to the extent of $90,000.00, as being 
representative of the amount which would be collected. You are requested 
to submit the opening entries for the Z Corporation. 

Will you please explain the above problem, and show how it would be 
worked ? 

Yours truly, 
A. F. M. 


The opening entries of the Z Corporation would be: 


To record the subscription for the entire issue of our stock. 
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Liabilities 


X Company guarantee reserve for bad debts. 10,000.00 


X Corporation, vendor .................... 600,000.00 


To record the purchase of all the assets of the X 
Company and the assumption of its liabilities. 
The X Company guarantees the accounts re- 
ceivable of a face value of $100,000.00 to the 
extent of $00,000.00 only, thus establishing 
the value thereof for purposes of the contract 
of sale. Payment to be made in our stock. 


To record the payment of subscriptions and the 
cancellation of our indebtedness to the X 
Company by applying the right of offset. 


The reserve for depreciation is not carried over to the books of the new 
company, because it presumably took the fixed assets at their depreciated 
value, and that value would be the cost to it. If it took them over at some 
other value, the goodwill account would be inversely increased or decreased, 
but the reserve for depreciation would not be brought over to the new books. 

The guarantee reserve for bad debts is necessarily set up because the 
Z Corporation must put the accounts receivable on its books at their face; 
it cannot write the accounts down to $90,000.00 because it does not know 
which ones will prove bad. It takes them over, however, at a net value of 
$90,000.00, since that is the guaranteed value. These accounts should be kept 
separate from new accounts arising from sales by the Z Corporation, because 
losses to the extent of the guarantee are chargeable to the vendor's reserve, 
and because any collections in excess of the $90,000.00 would necessitate an 
adjustment of the goodwill account. 

The “reserve for additions” on the X Company’s books is appropriated 
surplus. As the Z Corporation is not bound by the action of the X Corpora- 
tion, the reserve may be ignored. In order to carry it to the Z Corporation’s 
books as surplus appropriated for additions, the debit to goodwill would 
have to be increased $60,000.00, which would be very bad accounting. 


Prorits ON DEFERRED PAYMENT SALES 


Editor, Students’ Department: 


Sir: Will you kindly answer the following question through the Stu- 
dents’ Department? A company sells its product on three years’ credit, 
payable in three yearly instalments. The cost of production for one year 
is $10,987,600.00; sales, $13,210,900.00; various expenses, $223,300.00, Find 
an equitable method of stating profits for the year. 
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My opinion is that the profit is $2,000,000.00, obtained as follows: 


I do not see that the three years’ credit has anything to do with the 
amount of profit, except for the fact that only a small amount of actual 
cash is received and is available for dividends. 

Yours truly, 

Minneapolis. A. E. H. 


There are several reasons why it would be inadvisable to take up the 
entire $2,000,000.00 as a profit of the year in which the sales were made. In 
the first place, there is practically no doubt that some of the accounts will 
be lost—and no provision has been made out of the $2,000,000.00 for bad 
debts. In the second place, the next three years will have to bear a con- 
siderable amount of expense in collecting these accounts for the benefit of 
the year which made the sales. The $2,000,000.00 profit should certainly be 
diminished by reserves for bad debts and for collection expense. 

But when credits extend over such a long period it is difficult to make 
an accurate estimate of the necessary provisions for bad debts and collection 
expenses. Moreover, future years may be called on to pay interest on 
borrowed funds to carry on the business, because of the fact that the 
company’s capital is tied up in long term credits. For these reasons it is 
desirable to take up the profits on the basis of cash collections. 

The cost of sales represents 83.17 + % of the selling price. Hence, it 
may be assumed that 83.17% of all collections represent a return of cost, 
while 16.83% represents profits. During each of the years over which these 
accounts extend, 16.83% of the collections would be treated as income, 
against which would be charged the losses on bad debts, the collection ex- 
pense and the interest payments. The remaining 83.17% would be treated 
as a return of the cost of the goods sold. 

While it may be theoretically more accurate to take up the profit in the 
year in which the sales were made, setting up reserves for expenses and 
losses to be borne in future years on account of these sales, the inability to 
estimate the reserve accurately makes the cash collection basis expedient. 


CAPITALIZING PRELIMINARY EXPENSE 


Editor, Students’ Department: » 

Sir: In the books of a prominent real-estate concern, I found an 
account called “real-estate acreage,” debited with purchase price, interest 
paid on mortgages, real-estate taxes, expenses for transportation, “for sale” 
signs and sundry other expense items. The acreage was bought some time 
ago and no sales have been made. I am now told to charge 6% on the entire 
disbursements (debits). 

I would appreciate hearing from you as to whether the recording as 
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enumerated is correct. My contention is that all disbursements, except pur- 
chase price, should be taken out of the asset account, and separate nominal 
accounts should be opened for the respective expenses, which would be 
closed to profit and loss at the end of the year. I further object to the 
charge of 6% interest. More than one of the office force do not agree with 
me, stating that the cost of the property is as recorded and should be capi- 
talized and, when the company offers for sale any property not yielding any 
income, 6% on investment ought to be added. 


Yours truly, 
Brooklyn, New York. 4 

It is generally considered that all the actual expenditures necessary to 
bring an enterprise to the condition when sales can be begun are part of 
the cost of the plant or of the article sold. Applied to real estate, these 
expenditures would include payment for all improvements, such as grading, 
paving, sidewalks, etc. As it takes time to develop the property, taxes paid 
or accrued are an essential part of the cost. As the land cannot develop 
itself, the salaries of those who supervise the work are also added. Interest 
actually paid during development is usually considered a legitimate element 
of cost. 

But all this is confined to money actually paid and only during the time 
necessary to develop. If the property is ready for sale at the end of one 
year, the officers cannot sit down and draw salaries and charge them to the 
cost of the property, nor can they so charge taxes and other expenses. In 
no circumstances can they charge to the cost of the property any interest 
that is not actually paid or payable to an outside party. If they could, an 
absurd situation might arise. Suppose the capital of a company is $200,- 
000.00, and that $150,000.00 thereof has been invested in a fruit farm which 
will not be productive for five years. If it were legitimate to charge 6% 
interest to the cost of the property, an entry could be made each year 
charging the property account and crediting profit and loss with $9,000.00. 
The next step might be to declare and pay a dividend of 4%4%. Such a divi- 
dend certainly would not be legitimate. 


SHort Metuop ror ComMPuTING INTEREST ON INSTALMENT NOTES 
Editor, Students’ Department: 


Sir: Ihave been told to use the following rule in computing the interest 
on instalment notes given in payment for automobiles. The intention is to 
charge simple interest, not compound interest. The rule works out cor- 
rectly, but I should like to have you explain why it does. 

Short method to ascertain the amount of the interest at the rate of 6% 
per annum upon the unpaid balance of a sum to be paid off in equal monthly 
payments: 

Rule: To the sum or principal add one payment; multiply by the total 
number of months and divide the result by 400. 

Example: Sum or principal, $500.00. To be paid off in 10 equal monthly 
payments of $50.00. 

Solution: $500.00 + 50.00 = $550.00. 
$550.00 X 10 = $5,500.00. 
$5,500.00 + 400 = $13.75. 

I do not see why we add one payment to the principal, and where we 
obtain the 400. Yours =“ 


W. B. 
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This rule would be clearer if it were stated as follows: 

First step: to the original principal add one monthly payment; multiply 
by the number of payments, and divide by 2. The result is the sum of the 
various monthly amounts which draw interest. 


$500.00 + $50.00 = $550.00, 
$550.00 X 10 = $5,500.00. 
$5,500.00 — 2 = $2,750.00. 


This is merely an application of the principle of arithmetical progression, 
using the rule: to find the sum of a series, where each successive number in 
the series increases or decreases by a common difference, add the first and 
last terms of the series, multiply by the number of terms in the series, and 
divide by two. 

The $2,750.co is the sum of the monthly amounts which draw interest at 
6%. This fact may be shown thus: 


Unpaid principal drawing interest the— 


Second step: as each diminishing principal bears interest for one month, 
the total interest will be one month’s interest at 6% per annum on $2,750.00. 
One month’s interest is one-half of 1%. Hence, divide $2,750.00 by 200, 
obtaining $13.75 as the interest. 

Two steps combined, as stated in the rule: 


To the original principal add one monthly payment, and multiply 
by the number of payments. 
Divide by 2 and then by 200; or simply divide by 400. 


TREASURY STOCK 


Editor, Students’ Department: 

Sir: I was recently confronted with a problem in a C. P. A. prepara- 
tory course in which I am enrolled as a student, the correct answer to which 
hinges upon the correct theory of entering treasury stock. 

A corporation, having issued its capital stock at par, buys 1,000 shares 
at 95, etc. It was the intention of this corporation to resell this stock at a 
higher figure, if possible. In making my entry for the purchase of the stock, 
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I placed the 1,000 shares on the books at par, with an offsetting entry to 
cash and treasury stock surplus, to which the teacher made objection, and 
stated that treasury stock should be entered at cost. 

Will you kindly inform me which method is correct—whether treasury 
stock should be entered at par or at cost? 

Yours truly, 
Everett, Massachusetts. 

There is considerable difference of opinion among accountants as to 
whether treasury stock should be carried on the books at par or at cost. It 
is the opinion of this department that par is the proper figure. The reason 
is that when treasury stock is acquired by purchase the capital of the 
corporation is automatically reduced and the treasury stock should be 
deducted from the capital stock on the balance-sheet, carrying out the 
amount of the stock outstanding. Unless the treasury stock is carried on 
the books and deducted on the balance-sheet at par, the amount carried out 
in the balance-sheet as outstanding will not be the par of the stock. 

Putting treasury stock on the books at par will necessitate entries for 
the difference between par and purchase price. When the stock is purchased 
for more than par, the excess should be debited to surplus. When it is 
acquired at less than par, the credit should not be put to surplus until a 
re-sale makes the difference a realized increment of surplus. Even then it is 
better to credit capital surplus because the item is not an operating gain. 
At the time of the purchase the difference between par and cost should be 
credited to contingent profit on treasury stock. If the stock is sold at less 
than par the difference would be charged to this contingent profit account; 
if the balance represents a gain it should be credited to capital surplus to 
close the contingent profit account. 


INDIANA EXAMINATIONS 


Editor, Students’ Department: 


Sir: Will you be so kind as to inform me whether the state of Indiana 
grants a C. P. A. degree or has any legislation on the subject, and if so 
from whom I may obtain the qualifications, date of examination and other 
necessary information ? 

Yours truly, 


Indiana grants a C. P. A. degree and uses the examinations of the 
American Institute of Accountants. You can obtain information by ad- 
dressing Lawrence F. Orr, secretary of the Indiana state board of account- 
ancy, State House, Indianapolis, Indiana. 


ConTINGENT Stock DoNnaTION 


Editor, Students’ Department: 

Str: As a subscriber to THE JouRNAL oF AccouNTANCY I request that 
you answer the following through the Students’ Department: 

1. The directors of a corporation make an agreement with a stock- 
holder whereby the stockholder consents to donate an amount of preferred 
stock to be cancelled for the purpose of creating a surplus, with the under- 


469 


| 
| 
| 
q 
1 
hw 
eee 
A 
B 
| 
i i 
ip 


The Journal of Accountancy 


standing that when a surplus is earned a bonus of common stock shall be 
issued to the stockholder. How would such a transaction be shown upon the 


books ? 
2. Can a corporation purchase stock above par from its employees ? 
Yours truly, 
J. W. O. 

I do not see how the donation of stock can be made to produce a surplus 
unless the donation is unconditional. If the stock is given to the company 
outright, the credit may be made to surplus; but when there is an agree- 
ment to make repayment in common stock at a later time, even though that 
agreement is dependent upon a contingency, there is no outright gift, and 
a contingent liability has been created instead of surplus. It would seem 
to me, therefore, that the charge to treasury stock should be offset by a 
credit to an account showing the name of the stockholder and the nature 
of the account as a contingent liability payable in common stock. 

Unless the credit is made to a liability account there will be no record 
justifying the bonus of common stock to the stockholder at a subsequent 
time. The bonus could not be recorded as a dividend and charged to surplus 
because all stockholders of the same class must be treated alike in the matter 
of dividends. 

A corporation can purchase its own stock from anyone at any price, 
unless the law of the state in which it is organized prohibits corporations 
from owning their own stock. 


SeLtF-BALANCING LEDGER 


Editor, Students’ Depariment: 

Str: The term “self-balancing ledger” has come to my attention. | 
would greatly appreciate any information that you may be able to furnish 
on the subject. 

Yours truly, 

A self-balancing ledger is a subsidiary ledger which contains an account 
which is an exact duplicate of the controlling account in the general ledger 
except that it is kept in reverse. To illustrate: the subsidiary ledger with 
accounts receivable could be made self-balancing by posting the totals of 
the accounts receivable columns in the books of original entry twice—once 
to the controlling account in the general ledger and again to.an account 
in the subsidiary ledger. But items posted to the debit of the controlling 
account in the general ledger are posted to the credit of the general or total 
account in the subsidiary ledger. Thus it will have a credit balance equa! 
to the sum of the debit balances of the individual accounts, and a trial 
balance can be drawn from the subsidiary ledger. The self-balancing 
feature has the advantage of enabling the subsidiary bookkeeper to test the 
accuracy of his work without being obliged to refer to the controlling 
account in the general ledger. 
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ACCOUNTS IN THEORY AND PRACTICE, by Eart A. Satiers. 
McGraw-Hill Book Company, New York. 300 pp. 


PRINCIPLES OF ACCOUNTING, by Ausert CLarre Hopce and James 
Oscar McKinsey. The University of Chicago Press, Chicago. 


389 pp. 


It is worth noting that of late years increasing numbers of books on 
accounting are being written by educators rather than by professional 
practitioners. This is natural in view of the growing number of accounting 
courses being installed in our colleges and universities. Aside from the 
number of young men intending to make accountancy their profession, it is 
being realized everywhere that knowledge of the principles of accounting 
is a very necessary part of the equipment for any business or profession. 
At present, courses in bookkeeping and accounting are mainly a part of 
general business courses, where they, frankly, are not courses leading to a 
C. P. A. certificate and accountancy as a profession; but already we see 
movements in other departments of university teaching to include them as 
subsidiary but necessary—witness the recent establishment of a new in- 
dustrial engineering course at Columbia university, which includes the study 
of accounting, business law, corporation finance and factory costs. 

Naturally it follows that we have books written by members of the 
teaching staff of these accounting departments. They are text-books pure 
and simple, and one does not as a rule find anything new or startling in 
them in the way of theory or practice. But it would be a mistake to pro- 
nounce them superfluous because they teach merely what has been estab- 
lished as standard by professionals. These writers are practically pioneers 
blazing the pedagogical ways of accountancy, and as active practitioners 
have after long years standardized theory and practice, so must the edu- 
cators gradually standardize the methods of teaching them. 

It is in this light that we must consider two books on theory and prac- 
tice of accounting which have lately come to the reviewer’s desk—one show- 
ing the method of teaching the subject at Yale university by Professor 
Saliers, and the other at the University of Chicago by Messrs. Hodge and 
McKinsey. We have purposely taken the two together because they illus- 
trate so clearly the point we make in the above paragraph. The two methods 
are practically the same as far as the subject (theory and practice) is con- 
cerned. Both have practice problems at the close of each chapter well 
calculated to test the student’s grasp of the principles set forth; and both 
are well buttressed with bibliographies of standard authorities. But while 
Professor Saliers begins with the simplest forms of books of original 
entry, and proceeds, step by step, in the building up of accounts and an ac- 
counting system to the final profit and loss statement and balance-sheet, 
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Messrs. Hodge and McKinsey exactly reverse the process, beginning with 
the balance-sheet and working back to the books of original entry. The 
reasons for this novel method given (on page 191) by the latter do not seem 
convincing to us, but we must decline to be dogmatic about it in the absence 
of any comparative statistics, say the percentage of those from each in- 
stitution who have successfully passed the American Institute of Account- 
ants examinations. It is true in both cases that the books are intended 
rather for those who will become in time business executives than for those 
seeking accountancy as a profession; nevertheless, the successful proportion 
of the latter who do take the institute examinations would furnish a fairly 
good test. Be that as it may, however, here are two distinct and diametrically 
opposed methods of teaching the same subject. It remains for time and 
experience to tell which should be regarded as the better. 

Professor Saliers’ book is an admirably concise and logical presentation 
of the theory of accounts, one that it is a pleasure to read, aside from its 
educational features. There is a good index, and its make-up, barring a 
few printer’s errors. is excellent. It is intended to cover the first semester 
of a college year, and includes the main theory of accounting, with accom- 
panying drills in simple practice, and will be followed by a second to cover 
more complicated aspects of accounting practice, thus completing a whole 
year’s course. 

Messrs. Hodge and MckKinsey’s book covers about the same ground, in 
reverse order as we have said, as Professor Saliers’ first volume, but goes 
into much more detail, as in the matter of forms of vouchers, cheques, etc. 
Principles are correctly stated and the practice problems very good, but 
the book is not easy reading, to say the least. Owing to its novel form there 
is much referring to later matter, and, conversely, repetition and referring 
back to earlier matter—a feature the more exasperating because the book 
contains no index beyond the preliminary table of contents by chapters. 
That, we admit, might be no disadvantage to the student who is supposed 
to have mastered and assimilated what has gone before, but it is manifestly 
destructive of all logical development of a thesis to the ordinary reader. 

A striking difference between the books is that Professor Saliers dis- 
cusses accounting theory broadly with an eye on the legal aspect of it, 
while Messrs. Hodge and McKinsey devote a large amount of space to the 
minutize of a business office. Both features are valuable and necessary, 
as a casual inspection of the questions in recent institute examinations will 
prove. It is not easy to draw the line between pure accounting theory and 
commercial law, on the one hand, and between theory and mere business 
devices on the other; though the last may well come under the broad term 
of practice. W. H. Lawton. 


MATHEMATICS FOR THE ACCOUNTANT, by Eucene R. VINAL. 
The Biddle Publishing Company, New York. 175 pp. 


Probably not a few would-be candidates for the American Institute of 
Accountants or C. P. A. examinations have been more or less puzzled, if 
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not daunted, by the inclusion of actuarial problems in the examination 
papers. It is only recently that books on accounting theory and practice 
have contained the elementary formulas and instructions dealing with com- 
pound interest which are the basis of all actuarial science. Most authors 
have contented themselves with a few tables showing the comparative 
results where the effect of compound interest is recognized or ignored, as 
the case may be, and relegated the whole subject to that field of higher 
mathematics restricted to life insurance and “mathematical sharks.” 
Curiously enough very few seemed to realize that, once mastered, actuarial 
formulas are actually labor-saving devices worth knowing. 

With the vast accumulation of bond issues with varying maturities, pro- 
visions for sinking funds, loans repayable in instalments, etc., it is becoming 
a matter of necessity for the public accountant to familiarize himself with 
compound interest and annuity formulas—in other words, to acquire the 
elements of actuarial science. Professor Vinal’s book contains a short 
course on this subject prepared expressly for accountants. Beginning with 
preliminary suggestions (which will be decidedly helpful to any junior in 
his daily grind), the author leads us step by step, and logically, through 
simple interest, averaging accounts, foreign exchange, logarithms, compound 
interest, annuities, sinking funds, valuation of assets and amortization to 
the valuation of bonds as the climax. Additional chapters explain the use 
of the slide rule and contain review problems and problems taken from 
institute examination papers. Many of the subjects of these chapters are, 
of course, handled in any good book on accounting theory on an arithmetical 
basis. The virtue of Professor Vinal’s method is that they are all reduced 
to a set of labor-saving formulas. 

The author promises in a later edition that a collection of formulas shall 
appear as a separate chapter, a needed improvement. 

It is perhaps well to suggest to intending purchasers that tables of 
logarithms are necessary in order to work out many of the problems sub- 
mitted. There is only one table (of ten-place logarithms of the interest 
ratios) in Professor Vinal’s book, though we can see no reason why a later 
edition should not contain the regular tables of logarithms, thus making it 
not only a text-book for the student but a valuable tool of trade for his 
working years. W. H. Lawton. 


BUSINESS LAW, by Tuomas Conyncton. The Ronald Press, New 
York. Two volumes. 800 pp. 


Of the making of laws, as of books, there is no end, as anyone familiar 
with the enormous output of congress, the state legislatures, municipalities, 
utility boards, boards of health, education, etc., can testify. We are all 
subject to these manifold laws and regulations, and it is a maxim of the 
law that ignorance of them excuses no man—a maxim which under the 
limitations of an average lifetime induces a lively sympathy with Mr. 
Bumble’s famous aphorism “The law is a hass!” It has been said, and no 
doubt with truth, that every one of us is unwittingly guilty of violating some 
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law or local regulation every day of his life. Nevertheless, while one may 
with some self-respect be ignorant of the fact that he is violating a law 
when he employes a boy under fourteen as a caddy, offers a cigarette to his 
son, a minor, or fails to include in his income-tax return the value of sundry 
balls won by superior skill at golf, “yet,” says Mr. Coyngton, “from this 
unwieldy mass of law may be elicited perhaps certain guiding principles that 
everyone should know—general rules that will guide us safely past most of 
the difficult places. Knowing these it is possible for a man so to shape his 
business course and his relations with his fellows as to have little to do 
with courts or lawyers.” pp. iii-iv). It is with such principles, particularly 
with regard to business relations, that the book deals. It is by no means 
an easy subject to handle, and for its successful result requires the experi- 
ence of one who is both lawyer and practical business man. This experi- 
ence the author is fortunate enough to possess, and that the book has reached 
a second edition within two years is evidence that it is fulfilling its purpose. 

It cannot be too strongly emphasized that this book is not to be classed 
with that enticing form of popular fiction denoted by such titles as “Every 
man his own lawyer!” On the contrary, one cannot give the book an in- 
telligent reading without gaining the strong impression that no important 
contract or business engagement should be undertaken without competent 
legal advice. On the other hand a thorough understanding of the legal 
principles explained in the book will save many from taking foolish steps, 
or incurring useless and unavailing expense in trying to evade the legal con- 
sequences of their own ignorance, 

Mr. Conyngton’s book is well-known to the public accountancy profes- 
sion, and is recommended for study by those who seek to enter it, so there 
is hardly any need for detailed description of it in these pages. It is 
especially adapted for study by those who are seeking the C. P. A. certifi- 
cate, in that each chapter closes with review questions which are largely 
taken from old examination papers. W. H, Lawton. 


NEW COLLECTION METHODS, by E. H. Garpner. The Ronald Press, 
New York. 467 pp. 


A public accountant can hardly be expected to undertake the task of 
installing a modern credit department, yet as his diagnosis of a moribund 
business may indicate “poor collections” to be the chief cause of the patient's 
alarming condition, the prescription of Mr. Gardner’s book might well be 
in order. As in medicine, so in business, the doctor may not always be able 
to work a cure, but he can frequently point out the way, after which it is 
up to the patient. All of which is to say that Mr. Gardner’s book is certainly 
worth a place in the public accountant’s working library—if only to suggest 
ways of collecting his own bills! 

The fact that the book is in its second edition indicates sufficiently that 
it fills the need of a practical manual of procedure for the credit-man. 
Mainly it is descrigtive of methods and forms used by some of our most 
successful wholesalers and mail-order houses in making collections promptly 
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and systematically. Ordinarily this would furnish dry reading to those not 
interested in the subject, but Mr. Gardner has succeeded in making it in- 
teresting to the general reader by his study of the practical psychology 
underlying the various methods of prodding reluctant debtors. 

The only consistent thing about human life apparently is its inconsistency. 
Therefore, perhaps one should not be astonished by curious contradictions 
one encounters in the book, such as the statement: “To go to a cash basis 
would set back the clock by centuries” (p. 26). The aim of the credit 
department being to shorten the terms of credit as much as possible, it 
would be logical to consider the cash basis as the ultimate goal to be 
obtained. If it is argued that the retailer should have a reasonable time 
in which to turn over his stock, the obvious retort is that he should either 
have sufficient working capital of his own to tide him over or else look to 
the banks, which are the proper purveyors of credit. Again, after reading 
the praises of high moral standing and frankness in commercial life, it 
jars a bit to note the instances of saying one thing while meaning some- 
thing entirely different, as shown in some of the form letters which Mr. 
Gardner quotes. This may be tact, but it irresistibly reminds one of the 
cynical definition of tact—“the ability to lie like a diplomat.” Still, if busi- 
ness is competition and competition is but but a form of war, we must give 
the credit-man his due for endeavoring in his field to eliminate the fright- 
fulness of the verbal bludgeon in favor of the more skillful and no less 
deadly play of the rapier. W. H. L. 


BONDS AND THE BOND MARKET. March number, The Annals of 
the American Academy of Political and Social Science, published by 
The American Academy of Political and Social Science, Philadelphia. 


The number of the Annals in question has as much of an appeal to the 
student as to the present or the prospective investor. One is impressed with 
the orderly and scholarly arrangement and presentation as well as the quality 
of the material offered. The first part analyzes and discusses bonds as 
financial investments, and describes the media and mechanism whereby bonds 
are brought to the investor. The second part differentiates the various classes 
of American government and corporate bonds. These articles are by well- 
known persons whose practical experience in the field of finance makes the 
contributions the more authoritative and valuable. The third part, on 
foreign government bonds, is especially illuminating and interesting. It 
helps to open up a vista which Americans must needs have if America is 
to take her place in the affairs of international finance. It helps one, in- 
cidentally, to think about domestic problems which are now so complicated 
by international relations. The balance of the number is made up of mis- 
cellaneous articles, the outstanding of which are The Effect of Taxation on 
Securities, History of Bond Prices, and Causes Affecting the Value of 
Bonds. 

Whoever conceived the idea of making the March number of the Annals 
a treatise on bonds and the bond market conferred a favor on society. It 


475 


| 
| 
| 
| 
‘ 


The Journal of Accountancy 


brings together in a very coherent manner much information which formerly 
was widely scattered. It adds some things which, so far as the reviewer is 
aware, formerly did not exist. Joun RaymMonp WILDMAN. 


STATISTICS IN BUSINESS, by Horace Secrist. McGraw-Hill Book 

Company, New York. 

Dr. Secrist follows up his larger work—An Introduction to Statistical 
Methods, which was noticed in the September, 1918, issue of THE JouRNAL 
or AccouNTANCY—with a small handbook for the use of executives in busi- 
ness. Doubtless it might, as the author hopes, be of use in schools of 
commerce, but personally we should prefer to see the student secure the 
broader foundation of the author’s earlier volume. As a manual for the 
business-man, however, it is all that such a book should be. Any intelligent 
man can grasp the fundamental principles quickly and readily, and in the 
illustrations of graphs and charts he will have little difficulty in finding 
something suited to his needs. 

The book tells how to gather pertinent statistics, how to analyze them, 
how to chart them, and finally how to use the charts to the best advantage. 
The most helpful chapter to the average business man is the second, The 
Facts of Business, which tells him generally what kind of facts he needs 
and where he may find them. Simple as that may sound to the average 
reader, the author has nevertheless elaborated a most important fact, viz :— 
that statistics to be of practical use must be gathered very largely from 
outside the business concern. Internal statistics are necessary and useful, 
but unless they are related to external facts and conditions governing the 
trade, all progress is necessarily haphazard. Most business-men realize this 
more or less, but have been ignorant of where such facts could be obtained. 
To such this chapter will be an eye-opener. w. Bek 


COST AND WAGE RATE BOOK, published by the Special Purpose Book 
Company, New York, 19109. 

There is nothing particularly new or startling about this book so far as 
the reviewer knows. Rate books have been used for many years, perhaps 
many centuries. Interest tables were probably the first representation of 
this form of book. Latterly the activity in cost accounting has created a 
demand for tables, especially those having to do with wages. The book in 
question appears to be serviceable in computing labor costs. It might also 
be used, perhaps somewhat more laboriously, in making material calcula- 
tions. The rates begin at ten cents and increase by intervals of one-half 
cent until they reach one dollar. Beyond that and up to a dollar and twenty- 
five cents they increase by intervals of two and a half cents. For each cent 
or half cent of increase there is shown the amount corresponding to each 
hour or fraction thereof, the fractions being scaled to tenths except in the 
cases of one-quarter and three-quarters. 

Any one who has a deal of computing to do would undoubtedly find the 
book useful. It should appeal especially, as is suggested, to timekeepers, 
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estimators, engineers, surveyors, contractors and cost accountants. The 
auditor might find it of help in cases where there are many calculations to 
check. Joun RayMonp WILDMAN. 


R. A. O, A. NINETEEN-TWENTY SYNOPSIS, edited by E. R. 
Woopson, secretary, Railway Accounting Officers’ Association, 1116 
Woodward building, Washington, D. C. 


This book is a synopsis of decisions and recommendations relating to 
freight, passenger and disbursement accounting, covering from July, 1888, 
to May, 1920. It deals with one phase of railway accounting—interline traffic 
—and is confined to primary reports to be made by station agents and ac- 
countants for interline billing, accounting and auditing. 

It is surprising at first to read in The Railway Age that “this is the first 
book of its kind ever published,” but the first paragraph of the book (p. 10) 
explains sutcinctly the obstacles which the R. A. O. A. had to overcome in 
persuading the railroads to adopt a uniform interline system. The recital 
of these obstacles will arouse reminiscent and sympathetic emotions in the 
mind of the accountant who has ever taken part in a similar movement for 
uniform accounting. We have the word of The Railway Age that the com- 
piler of the book has been eminently successful in his work, and certainly a 
cursory perusal of many paragraphs carries the impression that the rules laid 
down are clear and unambiguous, 

Though the manual is intended primarly for the use of railway agents and 
auditors, it is well worth study by the public accountant, if only to get valu- 
able hints how to handle so complicated a matter tersely and lucidly. 

W. H. L. 


GRAIN EXPORT CALCULATION TABLES, by Frepericx H. Baueu. 
The John Hinrichs Cable Code Company, Baltimore. 


If any excuse is required for Mr. Baugh’s handy little book (102 pp. 
and small enough to carry in one’s pocket) it will be found in the opening 
paragraphs of the preface: 

“Owing to the wide fluctuations of commodity prices and exchange rates, 
existing tables for figuring grain exports have become inadequate. 

“To compile a book of tables by former methods * * * would re- 
quire approximately 5,000 pages.” 

The export grain trade is surely under heavy obligations to Mr. Baugh 
for this labor-saving device. Public accountants auditing concerns in this 


trade will need it in verifying sales, 
W. 1. 


INCORPORATED ACCOUNTANTS’ YEAR-BOOK FOR 1920. 

The Incorporated Accountants’ Year-Book, issued by the council of the 
Society of Incorporated Accountants and Auditors of Great Britain, con- 
tains the names of 2,910 members, of whom all but 446 are residents of Great 
Britain. The year-book contains the usual information in regard to regula- 
tions, etc., of the society. 
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HOW TO AUDIT. The McArdle Press, Inc., New York. 


A manual of instruction originally prepared for the staff of and under 
the supervision of a firm of accountants and auditors. The book is an attempt 
at the practical, though it may better be said to discuss certain purely 
mechanical processes without in any way getting at the fundamentals of the 
science of auditing. The four sections of the book cover (a) the general 
rules of conduct for the auditor, (b) general instructions covering the conduct 
of an audit, (c) peculiar conditions to be looked for in particular businesses, 
and (d) suggested paragraphs for use in writing a report. 

We are informed that “the mere presentation of a financial statement 
is seldom enough,” and then are furnished with some 125 stereotoyped para- 
graphs to insert verbatim in writing the report. It at first seemed odd to us 
that the author’s name appeared nowhere in the book, but after a short 
perusal the reason was obvious. For the commercializer of accounting prac- 
tice the book will have a real appeal. For the accountant who considers 
himself a member of a learned and honorable profession, who desires to 
give his client more than a report of stereotyped paragraphs, it can have no 
appeal. It is to be regretted that such a book has made its appearance in 
accounting literature. 5. 


American Association of University Instructors in Accounting 


The American Association of University Instructors in Accounting is 
to hold its fifth annual meeting at Haddon Hall, Atlantic City, December 
28 and 29, 1920. The programme as arranged by H. T. Scovill, of the 
university of Illinois, includes the following: 

Tuesday, December 28, morning session, beginning at 10 A, M., aim 
and scope of courses in cost accounting, income-tax procedure and graduate 
and research work in accounting. The afternoon session, Tuesday, will 
be devoted to a discussion of the relation of the University Accounting 
Instructors’ Association to other organizations interested in accounting 
education, such as the American Institute of Accountants, correspondence 
schools and private business enterprises. 

Wednesday, December 29, morning session, beginning at 9:30, profits 
and income and revision of federal taxation. The afternoon is reserved 
for a short business session, followed at 3 P. M. by a discussion of teaching 
methods in accounting. Twenty-five of the leading accounting educators 
of the country are to take part in the programme. 

An invitation is extended to all interested in accounting education to 
attend the meeting. 


Theodore I. Schneider announces the change of his firm name from 
Frank Loeb Schneider Company to Theodore I. Schneider Company, and 
the removal of offices from 220 Fifth avenue to 1140 Broadway, New York. 
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Accounting Terminology 
Editor, The Journal of Accountancy: 


Sir: I write to ask if you will be good enough to bring to the attention 
of the readers of THE JouRNAL oF AccouNTANCy the action taken at the 
annual meeting of the American Institute of Accountants last month, which 
led to the appointment by the president of the institute of a special com- 
mittee on accounting terminology. 

With your permission I should like to outline the present plans of the 
committee, which are, of course, subject to modification, and to ask the 
codperation not only of the members of the accounting profession but of 
others who are interested in the matter of securing a uniform terminology. 
The need for this work is so generally recognized that it is unnecessary 
to enlarge upon this point here, and it will be sufficient to say that the 
use of accounting to the commercial world in America has increased so 
largely in the last few years, partly on account of the work connected with 
income-tax returns, that the need is greater than ever and appears to be 
recognized on all sides. 

The plans on which the committee is at present working are as follows: 

The preparation of a preliminary list of words and expressions to be 
defined. This will be gathered from actual practice and from the general 
accounting literature, full use being made of the excellent reports of the 
previous committees. It now looks as though the list will include at least 
five hundred or six hundred words. This preliminary list being prepared, 
the committee proposes to select some of the expressions which are in daily 
use, such as: assets, liabilities, income, profits, etc., and to define these in all 
their varieties. This list will itself be a fairly long one, as some of the 
titles, such as assets and expenses, will probably include eighteen or twenty 
sub-titles, such as available assets, quick assets, etc. 

The committee will collect the best existing definitions for each one of 
these expressions, and will then decide upon the particular definition which 
appeals to the committee as a whole. The result of this will be such that, 
if we take the word “assets” for example, we shall have probably eighteen 
or twenty definitions of the various kinds of assets which occur in practice. 
These definitions we propose having multigraphed and sent to a fairly large 
list of correspondents, asking them for their suggestions and criticisms. 
Upon these being received, the committee will take them as a whole and 
review them—making a final list of definitions which will in turn be sub- 
mitted to the institute for its approval. 

In addition to having these correspondents, the committee would like to 
use the bulletins of the institute for the preliminary publication of these 
definitions as they are determined. 

When the work is completed, which will probably take a year or more, 
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the institute will then have a complete set of definitions as nearly repre- 
sentative of the best ability of the profession as can be secured, and it is 
hoped that this will prove to be of sufficient value to warrant publication 
in book form by the institute and with its endorsement. 

In order to enlarge the scope of this work, the committee proposes to 
secure the widest coOperation possible, so as to put the work on the broadest 
basis, and, with this in view, we propose to take the matter up with the 
following bodies or classes of correspondents: 

1. The government departments, particularly the income-tax unit, federal 
trade commission, interstate commerce commission, securing, if possible, 
their approval of the definitions assigned to them, 

2. State public service or utility commissions, such as those of New 
York, Wisconsin and Massachusetts. 

3. The heads of the commercial departments of the various universities 
throughout the country from Harvard to California. 

4. The various leading accounting schools throughout the country. 

5. Institutes or societies representing allied professions, such as the 
National Institute of Cost Accountants, National Railway Accountants’ 
Association, National Society of Municipal Officers, and engineering 
societies. 

6. A few of the leading firms engaged in appraisals and efficiency work. 

7, The accounting societies of Great Britain and Canada, 

8. Those trade associations which have adopted uniform systems of 
accounting. 

9. A select list of individuals, including members of the council of the 
institute and former members of the committee on terminology of the old 
American Association of Public Accountants. 

The committee realizes that the general acceptance of any set of defiini- 
tions can be best secured by obtaining expressions of opinion from as wide 
a range as is possible; for any attempt to force individual ideas would 
deprive the work of its chief value. On this account, therefore, it not only 
offers to accept, but urgently begs, that suggestions and criticisms of all 
kind be sent to it by any who are interested in the matter. These may be 
forwarded to any member of the committee, but for the sake of convenience 
it may be better to address them to the undersigned, in addition to whom 
the other members are Edward H. Moeran, of 120 Broadway, New York, 
and John Flint, of 50 Pine street, New York. 

Yours truly, 
Wa Mvuckiow, Chairman, 
56 U. S. Trust Company, Jacksonville, Fla. 


John M. Palm, James B. Aiken and Belton B. O’Neall announce the 
formation of a partnership under the title of Palm, Aiken & O’Neall, with 
offices in the Southern Life building, Greenville, South Carolina. 
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Announcing the 
Walton Cost Accounting Course 


Enrolments are now being entered for instruction in the Walton 
Cost Accounting Course, which will be offered November 15, 1920. 


Thousands of manufacturers, large and small, are seeking a 
closer knowledge of their costs; but it is difficult for them to find 
men with the proper technical qualifications to secure the needed 
information. From all parts of the country come insistent demands 
for Walton training in this vital subject. 


In the new course, the principles and methods of factory cost 
accounting are fully treated, and the student keeps actual General 
and Factory Cost accounts on loose-leaf practice sets. This method 
of instruction combines the teaching of cost accounting principles, 
and their practical application, which is essential in order to give a 
thorough workable knowledge of the subject. In the preparation of 
the course we have kept in mind the advice of the prominent cost 
accountant who expressed the hope that: “Your Cost Accountiny; 
Course will be an embodiment of a perfectly understandable, work - 
able conception of Cost Accounting.” 


The Walton Cost Course is offered with full confidence that it 
will prove as effective, in its field, as our courses in Constructive 
Accounting, Advanced Accounting and Business Law, through 
which Walton students have won high honors six times in American 
Institute Examinations, nine times in Illinois C. P. A. Examinations, 
and twice in Alberta(Canada)Chartered Accountants Examinations. 


The Cost training will be available only to those who have com- 
pleted our course in Constructive Accounting, or who have an 
— knowledge, or who have had practical experience in cost 
work. 


The introductory tuition fee at which the Cost Accounting 
Course is offered will be in effect only until January 1, 1921. 


For full information in regard to resident or corres ence 
instruction, write for our Bulletin R. Address Warren J. Avery, 
Secretary, 382-392 Massasoit Building, Chicago, or Harold Dudl 
Greeley, C. P. A., Resident Manager, 33 West 43rd St., New Yor 


City. 
WALTON, SGH@L 
COMMERCE 


382-392 Massasoit Building, Chicago 


When writing to advertisers kindly mention Taz Jourwat or AccounTancy 
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The Time Saving Secret of the 
Remington Accounting Machine 


T isn't merely the greater speed of mechanical adding or 
subtracting. That’s only the smallest part of it. 


The real time saving secret is in the combination of tasks. 


Consider the requirements in billing, ledger posting, state- 
ment writing and all related work. 

Always there is writing to be done —a form to be written. 
On the Remington Accounting Machine this writing is all 
that is required of the operator. 

As the bill, or statement, or ledger entry is written, the 
machine automatically adds, or subtracts — crossfoots, checks, 
proves— performs every necessary computation. 


These computations and proofs differ according to the 
nature of the work, but always the time saving principle is 
the same — the total elimination of the separate computing 
and the cost of this separate operation. 


And the operation of the machine is just as simple as 
ordinary typing. 
Accountants everywhere 
are invited to call at the nearest Lf | 
Remington office and ask for a © 
Al 


demonstration of this machine 
and its time saving capacities. 
It will be given gladly, without 
obligation to yourself. 
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Remington Typewriter Company 
(Incorporated ) 


Accounting Machine Department 


374 Broadway, New York 


Branches Everywhere Remington Accounting Machine 
Equipped for Ledger Posting 


When writing to advertisers kindly mention THz Journat or AccounTANCY 
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Volume XXX. Number 6 Single copy 35 cents. Per annum, $4.00. Foreign, $4.50 


CONTENTS FOR DECEMBER, 1920 


PAGE 
American Institute of Accountants, November Examinations 
401 
Cost Accounting for the Motion-picture Industry 
Inadmissible Assets 
Editorial : 
Income-tax Department 
Edited by Stephen G. Rusk ‘ 442 
Students’ Department 


THE JOURNAL OF ACCOUNTANCY is the organ of the professional accountants of the 
United States. In its articles and editorial columns it treats, from the accountant’s point of view, of 
business problems and conditions. 

The editor will be glad to receive and to consider for publication articles from well-informed 
persons, and will welcome especially contributions from public accountants. The manuscripts of articles 
not available for publication will be returned on request. 


Change of address must be received by the publishers on or before the 20th of the month pre- 
ceding the issue you wish sent to the new address. 
If you fail to receive your copy of the magazine for any month, notify the publishers during that 
month. Otherwise they cannot be expected to supply you with a duplicate copy. 
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Authors of Articles 


IN THIS ISSUE OF 


THE JOURNAL OF ACCOUNTANCY 


William S. Holman 


Auditor, Christie Film Company, 


California. 


Miltcn Rindler 


Los Angeles, 


Certified Public Accountant (New Hampshire). 


JUST PUBLISHED—IN FIVE VOLUMES 


The Financial Policy of Corporations 


By Arthur Stone Dewing, Assistant Professor Economics, Harvard University 


This five volume set is a practical 
study of the financial structure and 
financial problems of business corp- 
orations, covering every contingency 
normally arising in corporate finance. 
It presents the author's exact thorough 
knowledge backed up by a vast store 


of authentic business information. 


The Ronald Press Company, 
20 Vesey Street, New York 
You may send ‘‘The Financial Policy 
of Corporations” for my examination. 
Within five days of its receipt, I agree 
to either return the books to you, or 
to remit $12,01;, payment in full. (276) 


Name... 


Business firm 
and Position. 


Address... . 


Volume I 
Corporate Securities 


A thorough discussion of the forms of 
corporate securities and their use in 
specific situations. 


Volume II 

Promotion 
Thorough treatment of financial plans 
and the functions of all concerned in 
carrying them out. 


Volume III 
The Administration of Income 
Definite suggestions for solving prob- 
lems arising out of the financial admin- 
istration. 


Volume IV 

Expansion 
Advicein determining the advisability 
of expansion; methods of obtaining 
money to finance expansion; and forms 
which expansion may take. 


Volume V 
Failure and Reorganization 
Causes of failure and the means em- 
ployed in rehabilitating a bankrupt 
corporation. 


This Set 

Only by personal inspection can you 
appreciate the worth of this set. Use 
the coupon attached for examination 
privilege. 


Examine 


The Ronald Press Company, 20 Vesey St., N. Y. 
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Capitalize Your Knowledge of 
Accountancy! 


“Industrial Engineering and Man- 
agement” is a new profession—one 
of the most fascinating and interest- 
ing in the world—a profession which 
pays large salaries—a profession for 
which your present training in ac- 
countancy has given you a good start. 


Give Us Managers! 


The industries of the country are 
crying aloud for managers—men who 
can handle interests representing vast 
sums of money. Capital can always 
be obtained to develop commercial 
enterprises but it is hard to find men 
who have been trained to manage. 
And yet they must be found. 


The Rewards Are Great! 


There is thus a tremendous de- 
mand both for the advisory counsel 
of an Industrial Engineer and for 
the executive services of an Industrial 
Manager. Why not supplement your 
knowledge of Accountancy with a 
sound manufacturing education and 
thus equip yourself either to hold a 
high salaried managerial position or 
to join the staff of an engineering 
firm as a specialist in production 
problems? 


Accountants Attention! 


This message is aimed primarily 
at the accountant because the very 
nature of his previous training has 
given him the groundwork upon 
which he can successfully build up a 
thorough knowledge of Industrial 
Engineering and Management. 


There is a home course of study— 
known as the “Factory Management 
Course and Service” which will give 
the ambitious accountant just the 
training he needs to supplement his 
present equipment. 


Hundreds of accountants have found this 
course a short cut to positions requiring the 
exercise of executive ability—positions which 
naturally pay big salaries. 


Hold the Reins of Production! 


“The Factory Management Course and 
Service” offered by the Industrial Extension 
Institute teaches the accountant the basic 
principles of factory organization and manage- 
ment. It trains him to direct and control all 
the agencies of production through an organized 
course of study based on the University plan 
and consisting of lectures, talks, text books, 
reading assignments, problem and model solu- 
tions to these problems, and a Consulting Serv- 
ice to help the student interpret and apply these 
basic principles to the work of industrial organi- 
zations. 


Taught By Experts 


Such well known industrial specialists as 
Gantt, Knoeppel, Ficker, Babson, Steinmetz, 
Myers, Case, etc., have cooperated to produce 
this unique course. 


Opportunity seldom knocks twice. 
Here is your great chance to enroll for 
the ‘‘Factory Management Course and 
Service’’ at the rates now in effect. On 
and after January 1, 1920, these rates 
will be increased. 


Tear off the coupon today and send 
for: 


“Thinking Beyond Your Job”’ 


—the interesting booklet which tells you all 
about the “Factory Management Course and 
Service.” 


Industrial Extension Institute 
Nine East 45th Street 
New York City 


Send me “Thinking Beyond 
Your Job” without obligation tt 


Home Address 


When writing to advertisers kindly mention Taz Journat or AccouNnTANCY 
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COLUMNAR BOOKS 
SHEETS & PADS 


al > | 
National Deviced 


“Columns to Right of Them”’— 
Ditto to Left of Them 


THESE multi-column rulings are offered in single sheets, perforated pads and bound 
books. The columns run from 2 to 36, variously arranged. They are used in cost 
accounting, business analysis, auditing, and permanent record making. For the majority 
of uses alike, they stand as the most convenient and economical investment in the entire 


range of blank books. 


The National Columnar Sheets are clearly and accurately ruled on excellent 


paper. The pads have strong press-board covers, and the books have stiff backs, covered 
with black cloth and Red Texhide. Whenever you want “something in the way of a 
blank book”’ have your stationer show you National Columnar Books. 


Send for free copy of “GOOD FORMS FOR RECORD MAKING,” show- 


ing hundreds of ready ruled and printed forms for accounting. 


22 Riverside, Holyoke, Mass. 


When writing to advertisers kindly mention Tue Journat or AccouNnTANCY 
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Fifth Annual Edition 


Montgomery’s 


Tax Procedure—1921 


For the past four years this work has been depended upon by thousands of business 
men. The 1921 manuals are entirely new and thoroughly complete, in three volumes. 
Many Treasury Department rulings and Court decisions handed down during the past 
year will exercise an important inllutans on the tax returns for income received during 
1920. No one can afford the penalties consequent upon underestimations, or the 
overpayments resulting from mistakes in calculation. Montgomery’s manuals furnish 
the clear and authoritative guidance so necessary. 


Volume I —Federal Income Tax Procedure 1921 
Volume II —Federal Excess Profits Tax Procedure 1921 
Volume III —New York State Income Tax Procedure 1921 


Legal Advice and Accounting Procedure 


You will need these volumes not only in the preparation The whole problem of preparing tax returns is covered 
of your return but as well for future reference if you _ in full detail from both legal and accounting viewpoints. 
are called upon to justify your return when it is audited © Mr. Montgomery is both a Certified Public Accountant 
by the government. They are also necessary to you and an Attorney-at-law. He is ex-President of the 
if you are called upon to justify 1917 and 1918 returns, American Association of Public Accountants, and a 
now being audited, for they cover the law and pro- member of the firm of Lybrand, Ross Brothers, and 
cedure for those years. The volumes bring together Montgomery. His work is the preeminent authority 
for instant reference the law, Treasury Department and has been quoted in the Appellate Division of the 
rulings and interpretations, court decisions, accounting Supreme Court. His opinions on contested points have 
procedure, and Mr. Montgomery’s invaluable personal anticipated actual court rulings. His manuals are the 
counsel on hundreds of doubtful points. In each of product of unremitting study of the tax laws and the 
the volumes you will get instantly a definite, reliable effect on them of the stream of new rulings and inter- 
answer to any tax question. pretations, and wide experience with all kinds of returns. 


Points on the 
edera 
Income Tax 


In five minutes you can get from these manuals more 
definite information than you could worry out for 
yourself in a week—and you can be sure it is right. 


Federal 
Excess Profits 
Tax Problems 


Determining amount of 
tax when more than 
30% of income is from 
persona! activities. 
When the undistributed 
profits of a corporation 
may be taxable to the 
stockholders. 

both for $10; Volume III (450 pages), $5. Volume I purchased a Peey 
separately, $8; Volume II purchased separately, $4. Blue cloth N York State 
binding. Orders will be filled in the order of their receipt, so use the emia 
coupon without delay. Preference, in filling orders, will be given Slow to exes ties ond 
those accompanied by remittance. labor by preparing New 
York State and Federal 
returns together. 

The important differ- 
ences between federal 
and state procedure de- 
scribed and illustrated. 


Detailed examples of 
how calculations are 
made, 

The distinction between 
Capital and Income for 
tax purposes. 


Examine These Manuals 


You may have the volumes for examination to pass judgment yourself 
on their value. Sign and mail the coupon below marking the volumes 
Special returns which you wish. The manuals will be sent you in January. Keep the books 
— * igueuncned may de- for five days for examination and then send remittance or return the 

IGE volumes. Prices: Volumes I (1200 pages) and II (400 pages) together, 
of intention to increase 
assessment is received 

Points to be observed 
in connection with 
amended returns, De- 
partment examinations, 


=== The Ronald Press Company 


changed interpretations. 


Publications on Business 


20 Vesey Street - - - New York City 
USE THIS COUPON IN ORDERING 


The Ronald Press Company, 20 Vesey Street, New York 
Send me as soon as issued in January, Montgomery’s Manuals of Tax Procedure: 


Federal Income Tax Procedure, 1921............. Price $8. ) Together 
Federal Excess Profits Tax Procedure, 1921...... Price, $4. § Price $10. 
New York State Income Tax Procedure, 1921... . Price, $5. (265) 


(Cross out titles not wanted). Within five days of their receipt, I will remit the price or return the books. 


Business Firm and Position............... 


When writing to advertisers kindly mention Taz Journat or Accountancy 
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WHAT 


VANNAIS-TRAINED MEN 
ARE DOING 


For the TWO YEAR period ending 
May 1920, EIGHTY-ONE Vannais-trained 
men have taken their C. P. A. examinations, 
with the following results: 


FIFT Y-SIX won their C.P.A. degree. 
SIXTEEN passed in two subjects. 
NINE failed. 


These men came to us as accountants in public and private | 
practice, comptrollers, and executives in charge of accounting 
departments. 


This record proves conclusively that Vannais 
training stands the supreme test—the test of the ex- 
amination rooms. 


Vannais training is prepared for corzespondence study ex- ( 
clusively, and arranged to meet your individual needs. 


It will be to your advantage to investigate Vannais training, 
if contemplating a thorough training in practical accountancy 
and C. P. A. preparation. 


Write us for a catalogue, submitting briefly your experience. ] 


Working knowledge of bookkeeping necessary for enrollment. 


The Vannais Accounting Institute, Inc. : 
30 Asylum Street, Hartford, Conn. 
150 Nassau Street 1221 Arch Street 100 Boylston Street 
New York City Philadelphia, Pa. Boston I 


When writing to advertisers kindly mention Journat or AccouNnTANCY 
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American Institute of Accountants 
List of Officers, Members of Council and Committees 
1920-1921 


OFFICERS 


President....................Carl H. Nau, 901 American Trust Bldg., Cleveland, Ohio. 
ais . W. P. Hilton, 718 Bank of Commerce Bldg., Norfolk, Va. 
Vice-Presidents.........,.. T. Edward Ross, Morris Bldg., Philadelphia, Pa. 


J. E. Sterrett, 54 William Street, New York. 
A. P. Richardson, 1 Liberty Street, New York. 
MEMBERS OF THE COUNCIL 
For Five Years: For Three Years: 
California Harvey S. Chase........ Massachusetts 
Waldron H. Rand........ Massachusetts W. Sanders Davies.......... New York 
Prederick A. Illinois Page Lawrence.............. Colorado 
Frederic A. Tilton.......... Michigan Illinois 
Eliiah W. Selle... New York Tennessee 
Wm. Jeffers Wilson........ Pennsylvania Edward L. Suffern.......... New Jersey ; 
For Four Years: For Two Years: 
Hamilton S. Corwin........ New Jersey J. New York 
Gate... Illinois Clifford HM. i 2.2... Delaware 
Charles S. Ludlam.......... New York J. Edward Masters...... Massachusetts 
Overton S. Meldrum.......... Kentucky James S. Matteson........... Minnesota 
Pennsylvania Robert H. Montgomery...... New York 
For One Year: 
Joseph E. Hutchinson........... Texas Walter Mucklow.............. Florida 
W. BR. Oregon John R. Ruckstell.......... California 
BOARD OF EXAMINERS 
For Three Years: For Two Years: 
Charles E. Mather.......... New Jersey New York 
Waldron H. Rand....... Massachusetts Arthur W. Teele............. New‘ York 
For One Year: 
John B. Niven, Chairman... .New Jersey 
Illinois 
AUDITORS 
Horace P. Griffith....... Pennsylvania Edward P. Moxey....... - Pennsylvania 
COMMITTEES 
EXECUTIVE COMMITTEE 
The President, Chairman........ Ohio. W. Sanders Davies.......... New York 
COMMITTEE ON PROFESSIONAL ETHICS 
F. F. White, Chairman....... New York Jobn F. Forbes.............. California 
J. D. M inoi 
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| The Ronald Press Company 
- 20 Vesey Street 


Corporate 
Organization 
and Management 


By Thomas Conyngton 
of the New York Bar. 


A compact, complete manual of 
corporate law and procedure 
which offers the corporation 
executive all the business and 
legal data needed for reference 
in organizing and managing a 
corporation. 


id Cloth Binding, 
780 Pages, $6.00 


New York = 
or Your Bookseller : 


Business Book 


Information 


Our Special Service Department is 
being maintained for the express pur- 
pose of answering inquiries relative 
to books on business subjects. 

Upon request, we shall be very glad 
to supply free of charge, the name of 
the author, the title, the publisher 
and price of any business book pub- 
lished in this country. 


Wire, write or telephone The Spe- 
cial Service Department when in 
need of such information. 


The Ronald Press Co. 
20 Vesey Street 
Tel. Barclay 10140 New York City 


Brass Name Plate 75c Extra. 


A. H. MICHAELS 


31 BEAVER STREET 


We make other types of Portfolios—Let us quote our price. 


Our C. P. A. Special 
Portfolio as per illustration, 
made of heavy sole leather, 
three 214” pockets, extra 
wide straps, entirelyaround, 
attached to sliding handle, 
small pocket inside for pen- 
cils and memorandums, 
heavy brass lock attach- 
ment with padlock, size 
17” x 11144”, made in Rus- 
set, Brown and Black. 


WHOLESALE PRICE 


$15°° 


NEW YORK 
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The New Ronald Magazine 


Administration 


The Journal of Business 
Analysis and Control 


Here is a monthly magazine that meets adequately a practical need of the business 
executive. It covers the activities of business from the administrative viewpoint. It 
presents definite, effective methods for executive control, particularly in the interpre- 
tation and use of records, operating statements, and reports. It is a constant, up-to- 
the-minute working aid in solving the problems of policy and operation. 


This magazine is the mature expression of the Ronald Press Company's intimate 
knowledge of business and thorough understanding of the work of business executives. 
It is based upon the familiarity of its many authoritative contributors with the 
methods of well known business organizations. 


THE PRODUCT OF YEARS OF PREPARATION 


For twenty years, The Ronald Press Company 
has been producing practical manuals on business 


which have come to be widely accepted as_ standard 


and are in use in many thousands of business 


organizations. In order that its publications might 
always meet adequately the growing requirements 
of business, it has made a close and continual 
study of commercial and industrial developments. 
And it has built up an organization of authors 


and editors who are not only authorities on the 
theory of business, but are also actively engaged 
in its practical administration—an organization 
capable of supplying the needs of thinking business 
men in dealing with the important problems of 
business control. This is the basis of service to 
readers of ‘“Administration—The Journal of Busi- 
ness Analysis and Control.” 


Every Article Written for a Definite Purpose by a Business Man 
Whose Training, Judgment, and Experience Make Him an Authority 


From the records and reports presented to him, the executive 
must be able to direct and control the work of all departments 
purpose of “Ad- 
Business Analysis and Control’ 
is to supply him constantly with methods of making his control 
more effective — methods which 
successful business organizations 


and employees under his The 
ministration—The journal o 


ciples applied in its solution, and, in detail, the methods 
which have been developed by men thoroughly experienced 
in the work. By keeping a permanent file of “Administration,” 
in bound volumes of six months’ issues with a cumulative index, 
the business man will have an invaluable record of the 
best thought on administrative 


problems. 


Typical 
Contributors 
George E. Roberts: 
former Director of the 
Mint; Vice-President, 
National City Bank, 
New York. 

J. Lee Nicholson, C. 


are developing in practice and which 
are, in this magazine, explained and 
commented upon by the men who 
are working them out. 

The articles state clearly the 
problem involved, the conditions 
under which it was met, the prin- 


144 pages of text, illustrated wit s 
in ric urable covers. Its pages Joseph F, h “ 
will be sewed in, not wire-stapled, 


for convenience in handling. Page 
size 644x0\% inches. 


an, 
York University 
School of Commerce , 
Accounts, and Fi- 


Enroll Now as a Charter Subscriber eae 


Henry C. Cox, C. P. 
To avoid missing any numbers, enroll now as a charter subscriber and At Commuting. Co- 
be sure of getting the first issue—January, 1921. invoice for the full 1 umbia Graphophone 
year’s subscription—$s5.oo—will be sent you when you receive the first Manufacturing Co. 
number. Send the coupon below and judge for yourself the calibre of this Henry S. Dennison; 
remarkable new magazine of business analysis and control. President, Dennison 
Manufacturing Co. 


John P. Jorden: Vice- 
t “<p 


TheRonaldPressCompany | 


P. A.; ex-President, 
National Association 
Cost Accountants. 
R. H. Montgomery ; 
Cc. P. A.; of_ Ly- 
brand, Ross Bros., 
and Mon tgomery ; ex- 
President, American 
Association of Public 
Accountants. 


ason Rogers; Pub- 
lisher, The New York 
Globe. 


J 


Publications on Business 
20 Vesey Street - - - New York City 
Use this Subscription Form 


The Ronald Press Company, 20 Vesey Street, New Yorx City 
Please enroll me for one year’s subscription to ‘‘Administration — The 
Journal of Business Analysis and Control,’’ beginning with the issue of 
January. 1921. An invoice for the amount of the year’s subscription—$5.00—will be sent me when I receive the first issue. 
(Canadian subscription rate $5.50; foreign $6.00) (266) 


Business Firm and Position 
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JOSEPH DIXON CRUCIBLE CO, 


SAMPLE OFFER 
Write to us on your letterhead, 
tellus the kind of work you do, 
and we will mail you full-length 
free samples of the pencils best 
suited to your particular needs. 
Also write for interesting free 
bookle Your 
PENcIL.” 


Use a 2H Eldorado for 
Its 
clear, sharp lines will 
save you precious min- 
utes when the additions 
are first made and later 
when you consult them 
for reference. 


Pencil Dept. 117-J, Jersey City, N. J. —— 
made in 17 leads— 


Canadian Distributors one for every need or 
A. R. MacDougall & Co., Ltd., Toronto preference. 


Duties of the Junior Accountant 


By W. B. REYNOLDS and F. W. THORNTON 
Published under the Endowment Fund of the American Institute of Accountants 


THIRD EDITION 


The third edition of Duties of the Junior Accountant is now ready for 
delivery. 


This standard guide for the junior accountant has established itself in 
most of the prominent accounting offices. 


y-4 junior should have it with him to show him what to do and how to 
o it. 


The volume consists of 107 pages and is of convenient size 


Tas American INSTITUTE OF ACCOUNTANTS, 
1 Liberty Street, New York. 


GENTLEMEN: 


Accountant,” at $1.00 a copy, to the following address: 


IXON'S 
| 
| 
a 
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BRIEF CASES 


FOR ACCOUNTANTS 
AND BUSINESS MEN 


The Brief Case illustrated, made of the best grade 
Russet Sole Leather, Sixe 17 x 10}4, has three pockets, 
each with an expansion of two inches; also one small 
cas size 9 x 5 with flap fastened with button. 

traps extend entirely around the case; handle is ad- 
ustable on straps, always k in the center; has 
t class’ padlock with two keys. Price complete, 

$1 19. 00. 

Every L.L.B. Brief Case has all the good points of 
the best Brief Cases made, plus the particular atten- 
tion that has been paid,to style. Exceptionally strong, 
durable and light. 


60 other styles from $6 to $19. Send for Catalog No. 27 


Express prepaid anywhere in U.S. Money back 
if not satisfied. 


L.L.B. CASE MFG. CO. 


5 CEDAR STREET, NEW YORK 


The |loyd-Ihomas Co. 


RECOGNIZED AUTHORITIES ON PHYSICAL VALUES 


APPRAISERS—ENGINEERS 


CERTIFIED APPRAISALS 
INDUSTRIAL PROPERTIES 


for 


Mergers Bond Issues 
Cost Systems Credit Extensions 
Insurance Income Tax 
Accounting Liquidation 


WE HAVE A SPECIAL STAFF FOR 
QUICK VALUATIONS OF 
PROPERTIES 


CENERAL OFFICES 
1124-28 WILSON AVE. 
CHICAGO 


BRANCHES PRINCIPAL CITIES 


XIII 


Cost Accounting 


through 


Nicholson Training 


opens the door to one of the highest paid 
positions in the modern business world. 
The Nicholson trained cost accountant 
holds an enviable position in the business 
world,—he is master of any accounting 
emergency or problem, he has been schooled 
by one of the best known men in the cost 
accounting profession, J. Lee Nicholson,— 
he isa valuable asset to all organizations and 
his services are always in demand. Write 
today for ‘‘Greater Achievement Through 
Cost Accounting” and full particulars how 


to obtain the Nicholson diploma. 


Resident and Correspondence, 
Basic and Post-Graduate Courses 


J. Lee Nicholson Institute 
of Cost Accounting, Inc., 
Room 337 Transportation Bidg., Chicago 


A Staff Instruction Book 


“HOW TO AUDIT” is not a text 
book for students of accounting. It 
is a book of instructions for use as a 
guide to staff auditors. 


It was written by the principals of 
a well-known firm of auditors and 
public accountants who wished to 
make sure that every job would be 
handled as well as though they were 
supervising it in person. 


A great many firms of accountants 
have already placed a copy in the 
hands of each of their staff members. 


The price is $2.10. Discounts in 
quantities. 


The McArdle Press, Inc. 


705 Third Ave., New York City 
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PORTFOLIOS OF DISTINCTION 
CENTURY Portfolios are equipment of distinction— 
known and appreciated for their excellence of material, 
superb workmanship and efficient design. In the 
CENTURY “DE LUXE”’ PORTFOLIO (Illustrated) 
ye will find embodied all the essentials of a practical 

ortfolico. Made of hea gage Bridle leather. Black, 
Russet, or Cordovan. Selid awl straps and adjustable 
andle, Three or four wide pockets, and small pocket, 


5” x9", with “— closed by snap buttons, for memo books, 
ncils, etc. Hand-made gold finished staple and hooks 
or padlock. Strong suspending lock with key. 
Style and Size. 3-Pkts. 4-Pkts. 
507—17" x 1134” $19. .50 
20. 21.50 


Sent prepaid anywhere in the U.S. upon receipt of price. 
Money immediately refunded if not satisfactory in 
every respect. 

CENTURY Portfolios, Brief Cases and Secre Cases 
——some priced as low as$5—described in our Catalog 
“NJ.”’ mt on request. 

CENTURY LEATHER CRAFTS COMPANY 
350 Broadway New York City 


COST ACCOUNTING 


For MEN and WOMEN 


Our course in Cost Accounting is 
designed to prepare men and women 
for work as cost accountants, so much 
in demand just now by the Govern- 
ment. 


Othercoursesinclude Accountancy, 
Auditing, Business Law, and Special 
Post-Graduate Problems preparing for 
C. P. A. Examination. 


Send for catalog. Personal service 
of R. J. Bennett, C. A., C. P. A. 


Bennett Accountancy Institute 
261 Farragut Street, Philadelphia, Pa. 


ANALYSIS PAPER 


Buff and White—Four grades— 
4 to 28 columns wide, in variety 
of styles, always carried in stock, 
padded or loose. 


Send for price list and samples. 
L. H. BIGLOW & COMPANY, Inc. 


24 BEAVER STREET 
NEW YORK 


HELP WANTED 


Representatives Wanted 


We want a live wire to interview executives 
and introduce Carlins Income Tax Schedule Forms, 
used and recommended by Tax Experts, Public 
Accountants and Bankers all over the U. S. 


This is both a wholesale and retail proposition 
and requires a person of ability and personality. 
Knowledge of Accountancy preferred, but not ab- 
solutely necessary. Must be able to take up duties 
at once. Apply by letter, giving an outline of 
qualifications, references, etc. 


CARLIN (Income Tax) PUBLISHING CO. 
Washington. D. C. or Buffalo, N. Y. 


Wanted 


ACCOUNTING INSTRUCTOR.—Leading School of 
Commerce, Accounts and Finance in Los Angeles re- 
quires capable instructor in higher accounting, includ- 
ing theory, practical accounting and cost accounting; 
teaching and practical experience required; must be 
Cc. P. A. and possess enthusiasm, loyalty and a rea) 
inclination for teaching. This is a permanent opening 
of exceptional opportunities for the right man. No 
chair warmers need answer. State qualifications in 
full and give business and character references. 


Address Southwestern University, 
Wilcox Building, Los Angeles 


Permanent positions 
Accountants-Auditors 
Seniors and Juniors. Apply by letter in own handwrit- 
ing stating experience, salary expected, references, etc. 
Enclose photo. Rowland, Thomas & Company, Certified 
Public Accountants, Butte, Mont.; Miles City, Mont. 


4 near  Philadel- 
Manufacturing Concern 
perienced man of proven ability on cost work and gen- 
eral office management. Excellent opportunity for 
right man. Good salary to start. State references. 


Address Box 342 c/o Journal of Accountancy 
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Classified Advertisements 


Copy for Want Ads. must be in our hands by the 22d of the month preceding the date of issue. Terms $3.00 an inch payable in advance. 


SITUATIONS WANTED 


SITUATIONS WANTED 


An Executive Accounting Officer 


is available for new connection, preferably as treasurer. 
Wide and varied experience, including thorough know- 
ledge of finance and accounting, including manufacturing 
costs. Fifteen years in public accounting profession and 
five years in industria] life. C. P. A. Married. Ex- 
cellent record, evidenced by unquestionable references. 
Address Box 319 c/o Journal of Accountancy 


Certified Public Accountant 


having considerable experience in making investigations 
prior to financing and thoroughly familiar with the 
various state Blue Sky Law requirements, desires to 
enter a firm of Certified Public Accountants engaged by 

Banks and Banking Houses for work of this nature. 
Address Box 321 c/o Journal of Accountancy 
Assistant to the President 


Situation Wante of a large industrial cor- 


poration, thoroughly trained and experienced in modern 
industrial management, having full charge of accounting, 
cost and statistical departments, would consider con- 
nection with progressive corporation needing business 
executive of high order. Present salary, $8,000. 
Address Box 322 c/o Journal of Accountancy 


° American, 32 years of 
Senior Accountant age and married, will be 
open for engagement with firm of C. P. A.’s after Jan. 
1. Have varied public experience and a record of suc- 
cessful general and cost accounting installations. High- 
est credentials regarding character and professional 
ability. Prefer Boston or New York. 

Address Box 323 c/o Journal of Accountancy 
for past two years field 
¢ P. A. (N. H.) anditor of the Federal 


Income Tax Department, desires connection with firm of 
publie accountants. 


Address Box 320 c/o Journal of Accountancy 


Executive Accountant & Tax Expert 


28 years of age, single, energetic, accountancy univer- 
sity graduate; 6 years’ dept. store experience, 2 years 
as general manager, Federal Income Tax Auditor for 1% 
years, in which capacity employed at present. Desire 
position with private concern or public accounting firm. 
Prefer New England or New York; willing to travel. 
Minimum starting salary, $3,500. 
Address Box 324 c/o Journal of Accountancy 
A position as a Junior Accountant with 
Wanted some C. P. A. Chicago or Cincinnati pre- 
ferred. Can furnish references. 
Address Box 326 c/o Journal of Accountancy 


80, executive. Pace & Pace grad- 
Accountant uate, manufacturing and mercantile 
experience. Now managing accountant of large textile 
mill. Wishes connection where ability, experience and 
future are prime factors. At present earning $3,000. 
Address Box 328 c/o Journal of Accountancy 


Executive-Accountant-Auditor 


Age 33, University graduate, fourteen years’ experience 
as public accountant, auditor, office manager and execu- 
tive; accustomed to cope with difficult problems and 
supervise force tactfully and efficiently, desires connec- 
tion with mercantile or accounting firm. Salary sec- 
ondary until ability is proven. 


Address Box 331 c/o Journal of Accountancy 


° American Christian, 30, 
Accountant- Auditor married, college educa- 
tion; thoroughly experienced in cost accounting, audit- 
ing, preparation of tax returns and general accounting. 
Present auditor of large Ohio rubber corporation, de- 


siring change due to depression in automotive indus- 


Prior to present position employed by one of the 
Any 


try. 
most reputable professional firms on Wall street. 
congenial location, $4,200. 


Address Box 327 c/o Journal of Accountancy 


Age 34, American, Protestant, mar- 


Accountant ried, fifteen years’ experience in ac- 


counting and general office management, including pub- 
lic and income tax work, desires position with private 
corporation, taking charge of office or accounting de- 
partment or acting as traveling auditor. Location im- 
material. Now employed as treasurer of small corpora- 
tion. Present income $3,500. 


Address Box 335 c/o Journal of Accountancy 


Certified Public Accountant (Call.) 


Ten years’ experience with large firm, desires part-time 
engagement with San Francisco accountants. 


Address Box 334 c/o Journal of Accountancy 


sae 
Senior Tax Acountant 3° 
in recognized state. Have eight years’ practical account- 
ing experience, and during past year specialized on 
Federal Tax matters. Desires to take full charge of 
tax department of accounting or legal organization 
heving large practice. Will only consider offer from 
firms granting opportunity to enter partnership. 

Address Box 333 c/o Journal of Accountancy 


C P with varied and extensive experience as 
* executive corporation accountant desires 
& position as Treasurer or Comptroller. Have con- 
structive and analytical ability developed through fifteen 
years’ experience. in public and corporation accounting, 
being further supplemented by Federal income tax work, 
both in the Department and as Internal Revenue agent. 
Prefer to locate in Rocky Mountain or far Western 


States. 
Address Box 330 c/o Journal of Accountancy 
4 A i h 
Accountant- Auditor 42°. marries, three 


accounting experience, familiar with Federal tax laws, 
available for position after January 2nd, 1921, pre- 
ferably in New York locality. Candidate at American 
Institute examinations in November, 1920. Salary 
$2,600 per annum. 


Address Box 336 c/o Journal of Accountancy 
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SITUATIONS WANTED 


HELP WANTED 


Auditor Consolidated Returns, Bureau of Internal 
Revenue, is desirous of connection with 
public accounting firm, either in tax capacity or as 
semi-senior, or will consider position with private con- 
cern demanding similar qualifications. Age 29, married, 
graduate N. Y. U. School of Commerce (B. 

Eleven years’ commercial experience, three in office of 
New York C. P. A. Prefer to locate in New York City. 


Address Box 338 c/o Journal of Accountancy 


wanted by middle-aged accountant in pub- 
Coacher lic practice for strictly private review 
work in preparation for next American Institute and 
C. P. A. examinations. One or more (but only a lim: 
ited number) other accountants of like intent are in- 
vited to join the advertiser. 


Address Box 337 c/o Journal of Accountancy 


Certified Public Accountant 


33 years of age and of proven executive ability, seeks 
position with industrial concern as Comptroller or gen- 
eral Auditor. Formerly with prominent firm of New 
York C. P. A.’s and well qualified to handle difficult 
Federal tax matters. Salary, $6,000 per year. 


Address Box 339 c/o Journal of Accountancy 


Senior Accountant 


qualified, by twelve years’ experience in all branches of 
public accounting, to handle assignments of the most 
intricate nature, plan and supervise the work of others, 
write reports, prepare complicated Income, Excess and 
War Profits Tax return, etc. Chief of important Ac- 
counting Division, U. S. Government during the war. 
Excellent on system and investigation work. Well 
versed in commerce and finance. Age 35, weight 165, 
height 5’ 6”,speak several languages. Location no ob- 
ject. Desire connection with good firm; need not be 
large. No case too difficult, too large or too small. 
Will travel. At present in Northwest. 


Address Box 340 c/o Journal of Accountancy 


Junior Acceuntant 23, college education, 

also accountancy stu- 
dent. Six years’ manufacturing experience with large 
corporation. Trial Balance, Financial Statements; also 
original sales analysis, some cost and public account- 
ing, desires permanent position with accountants, pref- 
erably C. P. A.’s. Jacob Scherago, 9530 Farragut 
Road, Brooklyn, N. Y. 


HELP WANTED 


Permanent positions for 


Senior Accountants Seniors. 
Salary commensurate with experience and qualifications. 
Apply by letter, stating age, references, etc. Barrow, 
Wade, Guthrie & Company, 1609 Finance Bldg., Phila- 
delphia, Pa. 


Wante A thoroughly trained and experienced ac- 

countant, P. A., for the position of in- 
structor in a leading university of the Middle West. 
Want man with teaching experience, capable of doing 
constructive work in the development of courses of in- 
struction. State fully age, training, experience and 
salary desired. 


Address Box 329 c/o Journal of Accountancy 


Seniors and Semi-Seniors 


on permanent staff, New York C. P. A. firm; also expe- 
rienced man for Income Tax Department and thoroughly 
competent cost accountant; unusually desirable oppor- 
tunities. State full particulars, confidentially, with 
commencing salary expected. 


Address Box 332 c/o Journal of Accountancy 


We have several openings on our 
Accountants staff for Seniors and Semi-Seniors, 
Applicants must have received their training with es- 
tablished accounting organizations. Only capable and 
experienced men wanted. 


EDWARD R. BURT & COMPANY, 
Certified Public Accountant, 
702 Pennsylvania Building, Philadelphia, Pa. 


S : A Permanent positions for 
entor ccoutants several competent sen: 
iors qualified, by experience, to undertake important 
work for well-known New York firm of public account 
ants. Knowledge of Federal Tax laws desirable. Sal 
ary based on applicant’s experience and worth. Ap 
plications, which must state qualifications in detail, 
age, etc., will be held in strict confidence. 


Address Box 317 c/o Journal of Accountancy 


e Permanent opening with 
Senior Accountant old established firm for 
capable, experienced, ambitious man of character, 35-40 
years, good appearance, certified or chartered pre 
ferred. Highest references required. State full par- 
ticulars confidentially, including compensation. 


Address Box 318 c/o Journal of Accountancy 


Accountants Well qualified senior accountants 
for auditing, systematizing and tax 
assignments. Public accounting experience essential. 
Salary offered in accordance with ability and training, 
E. J. Holmes & Company, 110 South Dearborn St. 
Chicago. 


‘‘We wish to get in contact with a man between 
the ages of 28 and 40 who possesses extensive 
practical experience in bookeeping and office work 
in general, and who has more or less experience in 
Public Accounting practice. The party we have 
in mind must be well grounded in all matters of 
bookkeeping and accounting having occupied 
positions of Head-bookkeeper or Auditor of large 
corporations. We prefer a man who has studied 
with some of the reputable Institutes such as 
Walton, etc., a man of good address, diplomacy 
and tact. For such a man we have splendid op- 
portunity on our staff of Public Accountants. 
Write us in your own handwriting giving full 
information regarding points of qualification above 
mentioned. Commencing salary $250.00 per 
month. 


Address Box 325 c/o Journal of Accountancy 
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The Accountants Directory 
and Who's Who 


a An invaluable volume for the professions, bankers, 
niorss merchants and others. 


» and 7,000 practicing accountants, firms, and accounting cor- 
porations, complete for the United States and 
Canada. 


oa 2,200 biographical sketches of those most prominent in 


<a the profession, including members of the American 
— Institute of Accountants. and other Certified 
etal Public Accountants, Educators, Writers and Au- 


thorities. 
636 Pages. Price, delivered, $10. 
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THE FORTY-FIFTH STREET PRESS, 
paw 145 WEST 45th STREET, NEW YORK. N_ Y. 
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ntial NEW YORK UNIVERSITY 
“7 SCHOOL OF COMMERCE 
ACCOUNTS & FINANCE 


believes in a broad fundamental training for the practice of 
Accountancy and other business professions. In addition to the 


ween 20 courses definitely in the field of Accounting, the School offers 
nsive courses in the fields of Advertising and Marketing, Business 
work English, Economics, Finance, Management, Trade and Trans- 
ce im portation, Sociology, Commercial Law and other fields. At least 
have one course in each of the more important fields must be taken 
rs of by every student who wishes to qualify for the degree of B. C. S. 
ipied He may also select from a wide variety of other courses that will 
large contribute to his general knowledge and aid him in the special 
idied work for which he is preparing. 

h as 


Courses are given both in the University Building at Washington 
Square and in the Wall Street Division, 90 Trinity Place. For 
bulletins and information address the Secretary. 
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Wherever business 


is carried on, the need of 
Accountancy-educated men 


and women is apparent. Facts and data 
that will insure safety as well as progress 


must be gathered, collated, reviewed, ap- 
proved, stated. Leaks must be stopped—waste elim- 
inated—production increased—just prices determined 
—sound accounting systems installed—factory oper- 


ations charted—compensation and bonus plans de- 
vised—correct methods of financing planned—tax problems 
solved and tax statements prepared—effective methods of man- 
agerial control put into operation. Such is the nature of the 
work which everywhere is calling for the services, directive and 
technical, of Accountancy-educated men and women. 


Training in Accountancy and Business Administration—sys- 
tematic, developmental, accredited training—is provided by 
Pace Institute, in New York, Boston, and Washington. In 
these Resident schools mid-year class groups—day and evening— 
are already being organized. 


$7 Month’s Trial Instruction 


The Pace Courses are also successfully taught by Extension through the 

mails. Prospective Extension students are given the unusual privilege 

of enrolling for one month’s trial instruction, with the charge for tuition 

— text limited to $7. There is no obligation whatsoever to continue the 
ourse. 


Send for “Making Good” —a timely booklet of 40 pages giving the experi- 
ences of many men and women who have made good in Accountancy and 
Business. Specify whether you are interested in Resident or Extension 
instruction. 


Pace & Pace 


715 G Street, N. W. 30 Church Street Tremont Temple 
Washington, D. C. New York City Boston, Mass. 
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